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Department of Health Care Policy
and Financing

| ntr oduction

The Department of Health Care Policy and Financing develops financing plansfor public
hedth care programs. It spent $1.91 billion to adminigter its programsincluding Medicaid
and the Children’s Basic Hedlth Plan. The following comments were prepared by the
public accounting firm of Baird, Kurtz & Dobson, who performed audit work at the
Department of Health Care Policy and Financing. Pleaserefer to page 43 in the Financia
Statement Findings section for additiona background information.

Obtain Approval for Cost Allocation Plan

Indirect cogts, or overhead costs, benefit more than one program. A portion of indirect
costs may be recovered by federa dollars based upon an approved cost dlocation plan.
The Department had not submitted aplan for Fiscal Y ears 2000 and 2001. Please refer
to Recommendation No. 5 in the Financial Statement Findings section for additional
details, our recommendation, and the Department’ s response.

Ensure Costs Are Allowable

Under thefederal Medicaid program, certain expenditures are considered alowable costs
and thereby qualify for reimbursement by thefedera government. Tota Medicaid program
expenditures, excluding administrative costs, were over $1.89 billion for Fisca Year
2000, which represents afederd share of just under $1 billion. The audit tested asample
of 208 program expenditures and credits with a net value of $89,987 (federd share
$45,128) for dlowability under Medicaid regulations.

Thetypesof erorsidentified inthe samplearesmilar to thosefound during the Fiscd Y ear
1999 audit. The most prevaent problem was that providers files for the Medicaid
programgeneraly lacked Electronic Datalnterchange (EDI) agreements. EDI agreements
are the providers attestation that they have appropriate medica records to support
eectronic claims submitted in batches for payment under Medicaid. Thetwo other areas
where errors were again identified—collections from third-party resources and follow-up
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on prescription credits—showed some improvement from Fisca Year 1999. Overdl,
evauationof the sampleidentified 202 program expendituresthat did not comply with one
or more of these dlowable cost criteria for the Medicaid program. These 202 items had
avaue of $93,454 (federa share $46,867). The errors were as follows:

Third-Party Resour ces: There was one instance in which there was no evidence noted
inthefileshowing effortsto bill athird-party resource, dthoughthebeneficiary'sthird-party
resource information was entered into the Medicad Management Information System
(MMIS). Third-party resourcesshould be exhausted prior to paying clamswith Medicaid
funds. In addition, federd regulations state that where athird-party liability is established
after the claim is paid, rembursement from the third party should be sought (42 CFR
sections 433.135 through 433.154). The Department risks being required to refund
federa reimbursement dollarsif third-party resourcesare not properly pursued and billed.

Electronic Datal nter change Agreementsand Adequate Support for Claims: There
were 202 instances in which an Electronic Data | nterchange agreement was not provided
for review. By not confirming these agreements are in place with providers, the
Department does not adequately ensure providers are aware of their obligation to have
medica records to support the clams submitted. Payments for clams unsupported by
medica records are not alowed under the Medicaid program.

Prescription Credits: There were 20 sample items in which documentation was not
present to indicate whether prescriptions were actualy picked up by the Medicad
recipient within the prescribed 14-day period. Regulaions alow the costs for
prescriptions to be billed only if the recipient obtains the prescription within 14 days.
Should arecipient not pick up aprescription within that timeframe, the provider isrequired
to credit the origind cost back to the program. This requirement is stated clearly in the
Pharmacy Provider Manua supplied by HCPF.

Effective June 1, 2000, HCPF approved an amendment to the pharmacy provider
agreements, requiring the provider to maintain a sgnature log documenting the signature
of the Medicad recipient and the date the prescription was picked up. These sgnature
logs will greetly assst the Department with post-payment reviews. The Department has
not yet developed a process to review these signature logs to ensure the Medicaid
program receives credit for prescriptions not claimed within 14 days. (CFDA Nos.
93.777, 93.778—Medicaid Cluster—Allowable Costs))
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Recommendation No. 34:

The Department of Hedlth Care Policy and Financing should ensure payments are made
only for alowable costs under the Medicaid program by:

a

Implementing control procedures to ensure Medicare or other third-party
resources are exhausted.

Enauring that Electronic Data Interchange agreements are current for every
provider submitting batch transactions before payment is made for those clams.

Monitoring pharmacy providers compliance with newly adopted requirementsto
maintain chronologica logswith Medicaid recipient Signatures and following up as
appropriate to ensure credits are received for prescriptions not claimed within 14
days.

Department of Health Care Policy and Financing
Response:

a. Agree. For thedam in question, the sysem error that dlowed that clam to
be processed without the proper edit set wasidentified and fixed April 2000.
For Provider Type 1 - hospitals - the system parameter was set to ignore the
third-party resource edit. All clams for that time period (October 1999 to
March 2000) were pulled during April 2000. Providers were sent the intent
to retract notices in order to comply with al regulations. That correction did
not identify those claims to be hilled to the carrier as pay and chase clams
versus cogt avoid dams. With theidentification of that problem for thisclam,
areview will be done of clams processed when the edit was turned off for
Type 1 Providers, and appropriate carrier billings completed. The review of
these claims should be finished by the end of March 2001.

b. Agree. The Department is working with the fiscal agent to re-enroll all
providers (please seeresponseto Recommendation No. 34afor timeframes).
The EDI agreement ispart of the provider gpplication. Asprovidersenrall, the
EDI agreements are mandatory and as the provider re-enrollment efforts
continue, al EDI agreements will be updated.
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c. Agree Beginning with Fiscal Year 2001, the Department in association with
the Medicaid Fraud Unit will perform random auditsto assurecompliancewith
the department's rules regarding the maintaining of chronologica logs and the
ensuring of appropriate creditsfor those prescriptions not claimed in 14 days.

Perform Reviews of Controls Over
Automated Systems

The Medicaid program is dependent on extensive, complex computer systems and the
interna controls over such systemsfor ensuring the proper payment of Medicaid benefits.
Federal regulations (45 CFR 95.621) require state agencies to establish and maintain a
program for conducting abiennid risk andysis and security review of automated systems
for the Medicaid program. The purpose of these requirements is to ensure that
appropriate, cost-effective controls and safeguards are incorporated and operating as
intended in Medicaid dams payment systems. HCPF contracts with a nongovernmental
service organization that functions as the fiscal agent for the Medicaid program and is
responsble for the operation of the Medicaid Management Information System (MMIS).

During the Fiscal Y ear 1999 audit we found that the Department had not performed and
documented the required on-gterisk analysis and system security review for MMIS. The
Fisca Year 2000 audit found that this deficiency has not yet been addressed. Thisisa
concern because MMIS processes al claims for payment under the State’'s Medicaid
program; in Fiscal Y ear 2000 aone this representsover $1.89 hillion in daims payments.
HCPF aso has not obtained an independent audit of the controls over MMIS or other
documentation demonstrating that controls over the system have been verified.

The Fiscal Year 2000 audit did note that in October 1999 the Department received
certification from the Hedlth Care Financing Adminigtration. This certification approved
a 75 percent federa financia participation rate for the operation of the new MMIS
retroactive to December 1, 1998, the implementation date of the current system.
However, thiscertification doesnot aleviatethe Department of itsrespongbility to perform
the required on-site risk analyss and system security review for MMIS.

It isimportant that the Department meet the requirements related to MMISto help ensure
adequate controls are in place and payments are appropriate. (CFDA Nos. 93.777,
93.778—Medicaid Cluster—Specia Testsand Provisions(Automated DataProcessing)).
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Recommendation No. 35:

The Department of Health Care Policy and Financing should ensure adequate controlsare
in place over automated systems for the Medicaid program by:

a. Performing and documenting the required analysisunder federd regulationsfor the
MMIS and following up onany corrective action deemed necessary asaresult of
that analyss.

b. Consder including a requirement that the fiscal agent obtain an independent
assessment of controls over the Medicaid Management Information System.

Department of Health Care Policy and Financing
Response:

a. Agree. The Department has followed up on the recommendetion from last
year and performed a Systems Security Review to ensure that security
procedures, contingency plans and emergency preparedness plans are
updated and in place. Aressidentified are in the process of being addressed.
The Department will perform the required risk andysis and formdize the
report on both the security review and the risk andysisin Fisca Year 2001
Although documentation was not provided to the auditor for Fisca Year
2000, thiswill be available and provided for the Fiscal Y ear 2001 audit.

b. Agree. Having anindependent assessment isavauable suggestion. Thefisca
agent hasprepared estimatesto perform such an assessment. Thiswill become
acontract item with re-negotiation to occur thisnext contract year. Depending
on funding thisitem may or may not beincluded. Thiswill be resolved during
Fisca Year 2001.

| mprove Oversight Over Eligibility

The audit reviewed the Department’ s procedures for complying with federa requirements
for determining the digibility of the individuaswho receve benefits and the providerswho
receive reimbursements under the Medicaid program. HCPF has established an
agreement with the Department of Human Services to oversee the determination of
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individuds digibility for Medicaid through entitiesthat serve as Single Entry Points (SEPS)
for theMedicaid program. Thesearetypicaly county departments of socia services. For
providers, HCPF contracts with its fiscal agent, a nongovernmenta service provider, to
determine providers digibility for receiving Medicad payments. Nonetheless, under
federal regulationsthe Department of Health Care Policy and Financing remains ultimately
responsible for the Medicaid program. This meansthat HCPF must have controlsin place
to ensure compliance with state and federd regulations for al aspects of the Medicaid
program, whether performed directly by the Department, or by another entity through
contractud or other formal agreements. Asmentioned above, in Fisca Y ear 2000 HCPF
pad Medicad benefits to various providers in excess of $1.89 hillion on behaf of
individud beneficiaries.

In the Fiscd Year 1999 audit HCPF received an audit comment because errors were
found in both individud and provider digibility; these errors generdly related to lack of
documentation. The Fiscd Year 2000 audit found that controls had been strengthened
over the SEPs and that there were fewer errors in the area of individud digibility
determination. However, in the area of provider digibility, we again found a sgnificant
number of ingtances in which the documentation of required licenses was lacking.

Individual Eligibility

The audit tested 208 expenditures, and we identified 2 ingtances of individud digibility
errorswith avalue of $1,229 (federd share $616) described as follows:

* In one indance, a beneficiary’s file did not contain information sufficient to
determine whether the individua was €dligible to receive services under the
Medicaid program.

* In another instance, a beneficiary’s case file indicated the individua was not
eigible, dthough benefits were paid on behdf of the individud.

According to federd regulaions, individuals must be digible for the Medicaid program in
order to receive benefits (42 CFR Part 435, Subparts G and H). By not ensuring that
SEPs are adequately and appropriately determining client digibility, HCPF risks that
benefits may be paid on behdf of indigible individuas. If such payments are made as a
result of errorsin the digibility determination process, HCPF would have to repay to the
federa government any Medicaid monies previoudy reimbursed to the State for these
individuds.
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While HCPF s digihbility payment error rate is below thefederal standard of 3 percent for
the Medicaid program, the Department should continue to improve controlsto ensure that
bendfits are paid only for digible individuas and thet information maintained in dlient files
adequately documents individuas digibility. (CFDA Nos. 93.777, 93.778—Medicad
Cluste—Hligibility (Client Eligibility).)

Recommendation No. 36:

The Department of Health Care Policy and Financing should strengthen controls over the
eigibility process for individuals under the Medicaid program by:

a. Working with the Department of Human Services to implement control policies
and tegting proceduresto ensuredl Single Entry Pointsare maintaining current and
complete files for Medicaid-digible beneficiaries.

b. Edablishing control proceduresto ensureclamsare not paid for anindividua who
is indligible for benefits and to ensure individuas no longer meeting digibility
requirements are disenrolled from the Medicaid program.

Department of Health Care Policy and Financing
Response:

a. Agree. The case record a the SEP must contain all the documentation
elements to verify proper determination of Medicaid digibility. When a
determinationis made that the client isno longer functiondly digible, thismust
be communi cated to the county department of socia service and documented
in the case record. HCPF will continue to work with the Colorado
Department of Human Services to strengthen and monitor the controls on
Medicad digibility to ensurethe case records contain accurate documentation
supporting Medicaid digibility for covered services on an ongoing basis.

b. Agree The Department agrees that only individuds digible for Medicaid
should receive benefits. In an effort to increase the accuracy of digibility
determinations, the Eligibility section hasincreased itstraining efforts over the
last three years to provide semi-annud training on Medicaid digibility across
the State. We have dso updated digibility rulesand clarified their gpplication
through numerous agency lettersto counties.
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The Department will continue to train counties in proper determination
procedures and will continue our internd quality assurance reviewsto assure
avery high levd of accuracy in the gpplication of digibility rulesin Fiscd Y ear
2001.

Provider Eligibility

HCPF' s fiscd agent is respongible for determining the digibility of providers to receive
reimbursement for services under the Medicaid program. Aspart of this, the fiscal agent
is required to maintain documentation to support that the medica providers are licensed
in accordance with federd, state, and loca laws and regulations (42 CFR sections
431.107 and 447.10; Section 1902(a)(9) of the Socia Security Act).

Out of the sample of 208 Medicaid expenditures tested, the audit found 118 instances of
provider digibility errors reated to lack of documentation of required licenses and
regidrations. In some cases more than one type of error was identified with a particular
provider. Thetota value of payments made to providersin the sample for which one or
moreerrorswereidentified was $42,978 (federal share $21,553). Theaudit identified the
following errors.

» 57 provider files did not contain a signed copy of the provider agreement.
According tofederd regulations (42 CFR §431.107), there must be an agreement
between the state Medicaid agency and each provider furnishing services for
which reimbursement is claimed.

* 94 provider files lacked documentation of one or more required licenses as
follows

—

63 providerslacked therequired licensefrom the Department of Public Hedlth
and Environmern.

3 transportation services providers lacked the required state license.

9 physician services providers lacked the required state license.

7 dentd services providers lacked the required state license.

2 pharmacy providers lacked the required pharmacy license.

31 laboratory services lacked the required registrations/waivers.

~ =

If paymentsare madeto indigible providers, the Department would haveto refund monies
previoudy reimbursed to the State by the federa government. Therefore, the Department
should ensure that the fiscd agent meets requirements related to provider digibility.
(CFDA Nos. 93.777, 93.778—Medicaid Cluster—Eligibility (Provider Eligibility).)
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Recommendation No. 37:

The Department of Hedth Care Policy and Financing should improve controls over
provider digihility by:

a.  Requiring the fisca agent to review al provider filesto ensure each fileincludesa
current provider agreement and documentation of gpplicable provider licensesand
registrations.

b. Revisng control procedures to ensure expenditures are made only to digible
providers.

Department of Health Care Policy and Financing
Response:

a. Agree. TheDepartment hasseverd effortsunder way according to its 5-year
plan to perform a review of al providers by July 1, 2005. The plan has
divided the providersinto 4 groups.

Groupl - Providers with Post Office Box addresses only.

Group?2 - Providers with unknown or incorrect mailing addresses.

Group3 - Providers without a known regulatory oversight agency.

Group4 - Providers without a PUC license or certificate who transport
wheedlchair and other specid needs clients.

Groupl has been completed and research has begun relating to group 2.

The Hedth Insurance Portability Accountability Act (HIPAA) is defining
standardsfor datato be collected asapart of provider taxonomy. Whenfind
rules are published, this process will drive additiona efforts to collect and
categorize the data. The Department will coordinate and schedule these two
efforts so as not to perform the requests for data twice.

b. Agree. The Department agreesthat effective controls need to be in place to
ensure only digible providersare pad. Asnotedin part“a” the Department
will develop re-enrollment procedures on a systematic basis to continudly
monitor the digibility of the providers who receive Medicaid funds. The
Department will investigate costs associ ated with devel oping system interfaces
with the Department of Regulatory Agencies by June 1, 2001.
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Managed Care Programs and Complaint
Systems

HCPF has awaiver from the federal government alowing the Department to operate a
Managed Care Program (MCP). Under the Managed Care Program, the Department is
required to ensurethat beneficiarieshave adequate accessto hedlth carethrough the M CP.
Medicad pays premiums on behaf of the beneficiaries served to the managed care
organizetions participating in the MCP.

As pat of the audit a sample of 30 managed care organization hilling submissions and
related agreements and other documentation was salected for testing out of a population
of 788 such organizations under the Department’ sMCP. Wefound one organi zation that
did not maintain adequate complaint logs showing participant identification numbers and
reason codes for the types of complaints received.

Another aspect of the Department’ smanaged care programisthe Program of All-Inclusive
Care for the Elderly (PACE). The Department did not provide any complaint logs for
PACE to us, and as aresult, we were unable to verify that such logs were maintained or
the adequacy of the logs. Providers under PACE are required to maintain adequate
complaint logs under the 2000 PACE Managed Care contracts.

IntheFisca Y ear 1999 audit, the Department also received arecommendation regarding
the need toimprove complaint logsin the managed care program. The Department should
take steps to address these issues to ensure the providers and HCPF receive feedback
about the servicesfurnished. (CFDA Nos. 93.777, 93.778—Medicaid Cluster—Specia
Tests and Provisions (Managed Care Program).)

Recommendation No. 38:

The Department of Health Care Policy and Financing should ensure al necessary
information is maintained regarding complaints under the Medicaid Managed Care
Program by:

a. Continuing to monitor providersin the managed care program and following up on
those not meeting requirements for complaint logs.

b. Verifying that providers under the Program of All-Inclusve Care for the Elderly
(PACE) adhere to requirements related to patient complaint logs.
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Department of Health Care Policy and Financing
Response:

a. Agree. The Depatment concurs that monitoring of complaint logs is an
important part of monitoring the managed care program. The Department
continuesto monitor the HMO complaint logs and corrective actionstaken by
the HMO.

b. Agree. The PACE Hedth Plan Manager receives copies of al complaints,
induding resolutions, from PACE quarterly. The complaintsare reviewed by
the PACE Hedth Plan Manager. |If upon review the Pace Hedth Plan
Manager identifies additional concerns or issues, or is not satisfied with the
resolution of a complaint, gppropriate depatmental personne further
investigate the issue.

Each Contractor under PACE is required to establish and maintain atimely
and organized system(s) for recording, tracking, and resolving participants
complantsand appedl s, which shdl includethe category of the complaint, date
received, resolution, name and identification number of the participant, and
identity of the providersinvolved. Though the complaint logs were not made
avalable to theauditor at thetime of the audit, thelogswill be provided for the
auditor’ sreview in the Fisca Y ear 2001 audit.

Maintain Adeguate Documentation in
CaseFiles

InboththeFisca Y ear 1999 and Fiscal Y ear 2000 audits, we noted during testing that the
case files from the Colorado Medicaid Fraud Unit (MFCU) were disorganized and that
the chronologica logs used to document the progress of the cases were incomplete. In
order to learn the disposition of the cases tested, the auditors were required to interview
the respective investigator for the case. Thislack of documentation resultsin dependence
on Department personnel, which could become a problem if staff turnover occurs or if
personnd must be absent for other reasons. HCPF should ensure that adequate
documentation exists in the files to enable personnd other than the investigator to
reasonably determine the progress and disposition of fraud cases that are under
investigation.

In addition, in Fiscd Y ear 2000 during testing of 30 Program Integrity Unit case fileswe
noted one file was missng a required sgnature and another file was missing required
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documentation based on the Quality Assurance Policy and Procedures. HCPF should
ensured| documentation isincluded in casefilesin accordance with the established Qudlity
Assurance Policy and Procedures to ensure program integrity. (CFDA Nos. 93.777,
93.778—Medicaid Cluser—Specid Testsand Provisons (Fraud & Program Integrity).)

Recommendation No. 39:

The Department of Hedlth Care Policy and Financing should improve documentation of
fraud and program integrity cases by requiring that casefilescontaindl required supporting
documentationand approvas. Inaddition, documentsin fraud cases should be maintained
in chronologica order from case opening to digposition with a corresponding log of the
case higory.

Department of Health Care Policy and Financing
Response:

Agree. TheMedicaid Fraud Control Unit (MFCU) is housed with the Department of
Law, not the Department of Hedth Care Policy and Financing. However, the
Department of Hedth Care Policy and Financing will bring up the concern from the
Office of the State Auditor with the MFCU during our next meeting time. Wewill dso
propose to MFCU that a requirement for files to be organized and well-documented
be added to our Memorandum of Understanding for the period beginning July 1, 2001.

We agree that HCPF file documentation for program integrity cases should also be
complete, and it isrequired in the Quality Assurance Policy. We agreeto attempt to
improve our interna processesin order to increase our 97 percent compliance to 100
percent during State Fiscal Y ear 2001.

Auditor Addendum: The Department of Health Care Policy and Financing's
responsenotesthat theMedicaid Fraud Control Unitislocated at the Department
of Law, not within HCPF. However, as mentioned earlier, under federal
regulations HCPF isresponsible for the administration of the State’s Medicaid
program. Therefore, HCPF isresponsible for ensuring case file information is
appropriately maintained by the Medicaid Fraud Control Unit.
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Review Regulatory Requirementsfor Cost
Auditsof Long-Term Care Facilities

The Department of Hedlth Care Policy and Financing is respongble for establishing the
ratesfor inpatient care used to reimburselong-term carefacilitiesin the Medicaid program.
During Fiscd Year 2000, there were 198 long-term care facilities in the State that
participated in the Medicaid program.  These facilities received approximately $360
million in paymentsin Fisca Y ear 2000 out of total Medicaid benefit payments of $1.89
billion. Under dtate regulations, HCPF is required to reimburse the facilities for the
reasonable cogsof operating an efficiently-runfacility within the parametersand maximum
rates described in the regulations.

Each year facilities are required to submit cost reports and related informationto HCPF.
The Department isresponsiblefor reviewing thisinformation and determining thealowable
average daily cog, or per diemrate, for each facility under Medicaid regulations. Per diem
rates are established for each facility annudly. Under state statutes the Medical Services
Board is responsible for establishing al sate regulations for the Medicaid program,
including those that govern rate-setting for the long-term care facilities.

The Department contractswith an accounting firm to complete the audits of long-term care
facility cogts. The firm reviews information from each facility and recommends to HCPF
the rate that should be used for rembursement for the applicable period. The Department
isresponsiblefor reviewing thefirm’srecommendations, issuing approva s of rate changes
as gppropriate, and implementing the rate changes.

State regulations alow the Department to conduct cost audits in one of three ways. by
performing arate caculaion, desk review, or an on-dte field audit a the facility.

The audit comment that follows was prepared by our staff during the Fisca Y ear 2000
financid and compliance audit of the Department of Health Care Policy and Financing.

Regulatory Requirements and Types of Cost Audits

We found that the Department is not conducting cost audits of long-term care facilitieson
a badis that is consgtent with state regulatory requirements in two respects.  Firdt,
regulations require that afield audit should be conducted on each facility every third year.
Out of our sample of 23 facilities, we found that 6 facilities should have received a fidd
audit, according to the requirement in the regulations. Instead, on the basis of a risk
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assessment performed by the contractor, the Department had approved these long-term
carefacilitiesto receive ether arate calculation or adesk review.

Second, if the facility’s reported costs exceed the maximum per diem rate established
under regulations by $5 or more, regulations require that a rate calculation be used to
satisfy the audit requirement. Staff state that regulations provide for the use of arate
cdculation in these Stuations because reimbursement rates are capped a the maximum
dlowable rate, and thus any reported costs above that rate cannot be reimbursed.
However, we found that HCPF requires the contractor to perform arate caculation in
cases where the reported costs exceed the maximum per diem by only $2 or more. In
other words, the Department requires a rate calculation to be performed at a lower
threshold than that provided in state regulations.

The Department should eva uate current practices for determining the type of cost audits
to be performed at facilities and then take appropriate action to ensure regulatory
requirements and actual practicesare digned. (CFDA Nos. 93.777, 93.778-Medicaid
Cluster—Specid Tests and Provisons (Inpatient Hospital and Long-Term Care Facility
Audits).)

Recommendation No. 40:

The Department of Heath Care Policy and Financing should review regulations for
determining the type of cost auditsto be performed at long-term carefacilitiesand current
practices by:

a. Evduating the risk assessment methodology employed by the contractor as the
bass for recommending the type of cost auditsto be performed at long-term care
fadlities.

b. Assessing the appropriateness of using the $2 instead of the $5 threshold as the
bass for performing arate recdculation for afacility.

c. Proposing changes in exigting regulations as needed.

Department of Health Care Policy and Financing
Response:

Agree. The Department agreeswith the above recommendations. (Thisresponse
concerns the rate-setting rules and practices for Colorado nursing facilities, as
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distinguished from other types of long-term care facilities such as aternative care
fadlities (ACFs) and adult foster care (AFC) homes.) In fact, this winter the
Department intends to ask the Medical Services Board to approve changes to
pertinent regulatory language, effectiveMay 1, 2001. Thosechanges, if gpproved,
will (1) give the Department the discretion to choose among the three methods of
Medicad cost audits, "based on the consderation of appropriate risk-anayss
factors," (2) diminate the $5 dollar threshold (or any other dollar amount) as a
bass for performing a rate cdculation, and (3) diminate the requirement that a
nursng facility receive an on-gte fidd audit at least once every three years. In
addition, the Department intends to work closaly with its contract auditor in
establishing and applying suitable risk-anayss criteria for determining the most
appropriate audit method for aparticular nuraing facility. Therisk-andysscriteria
will befindized by July 1, 2001.

Oversight of the Children’s Basic Health
Plan

The Children's Basc Hedth Plan (CBHP) provides subsidized hedlth insurance for
childrenin low-income families not digible for Medicad. CBHP serves as the State's
program under the federal Children’s Hedlth Insurance Program (CHIP), which was
passed by Congressin August 1997. Under CHIP, dmost $40 billionin federd fundswas
made available over a10-year period to states with approved plans. Colorado expended
goproximately $24.3 millionin state and federd fundsfor CBHPinFisca Year 2000. The
federal government reimburses about 65 percent of CBHP expendituresthat qualify under
CHIP laws and regulations.

As of April 30, 2000, Colorado had enrolled 24,410 children in the Children’s Basic
Hedth Planout of an estimated 69,100 digiblein the State. CBHP isavailableto children
infamiliesnot qualifying for Medicaid a or below 185 percent of thefederd poverty leve.
Children must be under 19 years of age.

State statutes al o establish the CBHP Policy Board (Board), which setspolicy and adopts
rules for CBHP. The Depatment of Hedth Care Policy and Financing (HCPF)
adminigtersthe program and, asrequired by statute, contractsfor the marketing, outreach,
digibility determination, and enrollment functions of CBHP. Currently the Department
contracts with Child Health Advocates (CHA) to perform these functions. CBHP is
marketed under the name “Child Hedlth Plan Plus,” or “CHP+.”
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During Fisca Y ear 2000 the Office of the State Auditor conducted a performance audit
of the Children’s Basic Hedth Plan. The audit comments below were contained in the
Children’ sBasic Health Plan Performance Audit, Report No. 1225A,, dated July 2000.

Reduce Administrative Costsfor CBHP

The organizationd structurefor the Children’ sBasic Hedlth Plan involvesnumerousentities
and contractua relationships. Wefound that the complexity of theadminidrative structure,
combined with the rdatively smal number of children served and the costs of starting an
entirdly new program, has contributed to sgnificant administrative costs. Additiondly, the
State e ected to devel op a separate adminidrative structure for CBHP than for the existing
Medicaid program. For Fiscal Year 2000, adminigrative costs for CBHP are expected
to run dmost 37 percent of the cost of hedlth care services provided to children, or amost
27 percent of tota program costs (hedlth care services plusadministrative costs). In other
words, out of each dollar spent on CBHP, about 27 cents is spent on administration.

Onthe basis of reports provided by the Department to the federal Hedlth Care Financing
Adminigration (HCFA), snce the start of operationsin April 1998 through March 2000
CBHP adminigtrative costs averaged about 23 percent of total program costs (i.e., health
care services plus adminigrative costs). The program’s administrative costs exceed the
limt established by the federal government for the purposes of receiving federa
reimbursement for program adminidration. The limit for dlowable adminidrative cossis
based on these costs not exceeding 10 percent of total program costs. To help with Start-
up cogts, HCFA temporarily adlowed dtates to draw federa funds for adminidtration in
excess of the limit, with the understanding that ultimately any excess drawswould need to
berepaid. The Department reportsthat asof March 31, 2000, the State owed about $2.9
million to HCFA due to draws above the federd limit for adminigtrative costs.

The Department needs to continue to explore options for reducing adminigtrative costs.
The Department identified severd optionsinitsFisca Y ear 2001 budget request including
changing CBHPto aM edi cai d-expansion program, changing CBHPto acombined stand-
alone and Medicai d-expans on program, privatizing more CBHP functions, or performing
more adminigrative functions within the Department to reduce redundancy. Another
dternative would beto create astand-a one program that usesthe Medicaid administrative
structure to the greatest degree possible. This option could dlow the State to take
advantage of the exising Medicad infrastructure without cregting another entitlement
program. (CFDA No. 93.767-State Children’ sHedlth Insurance Program—Earmarking.)
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Recommendation No. 41:

The Children’ sBasic Hedlth Plan Policy Board and the Department of Heglth Care Policy
and Financing should identify options for reducing adminigrative layers and cogts for the
Children’s Basic Hedth Plan, including options for dternative structures and ddivery
systems. The Board and the Department should establish atime line for completing this
review and submitting recommended statutory changesto the Generd Assembly onways
to achieve these godls.

Children’sBasic Health Plan Policy Board Response:

Agree. TheBoard agreesthat adminigtrative costsareaconcern. The Board will
review the report and respond to the Legidative Audit Committee by no later than
January 1, 2001.

Department of Health Care Policy and Financing
Response:

Agree. The Depatment has continued to identify options for reducing
adminigtrative costs. The non-HMO network has been maintained by the
Department due to its overdl cost-effectiveness to date (in comparison to other
options). However, given the advent of new factors that will affect the volume of
enrollment in the non-HM O network (HM O service areaexpansions), and recent
federa statements of policy regarding the avalability of matching funds, the
Department may need toimplement another solutionfor statewide benefit ddivery.
A mgor effort has been under way to identify dternatives to the non-HMO
network, and proposals will be made to the Legidature this Fiscal Year 2001 in
thisarea. The Department will dso evaduate the adminigrative structure prior to
the legidative session and prepare recommended statutory changes by January 1,
2001.

Clarify Requirements Related to Eligibility

Our audit identified some changes that need to be made to the current digibility rule for
CBHP to ensurethat documentation requirementsfor eigibility determination arecong stent
and appropriate.
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* Social Security Numbers. Under the CBHP digibility rule, a child's Socid
Security Number isrequired in order for the child to be digible for and enrolled
in the program. However, federa guidance for CHIP states that Socia Security
Numbers should not be required as a condition of digibility for state programs.

Depatment daff state this requirement was made because federd law requires
CHIP programs to screen for Medicaid, which does require a Socia Security
Number, and because federa guidelines dso emphasize the need to Sreamline
informationrequirementsamong programs. However, the CBHP ruleisin conflict
with federad guidance, which explicitly prohibits the requirement of a Socid
Security Number for CHIP enrollment. Federa guidelines contain recommended
wording that can be used on gpplicationsto make families aware that provision of
a Socid Security Number for participation in a CHIP program is not required.

» Alien Resident Identification Number. If the child isnot a U.S. citizen, the
CBHP digihility rule requires that an adien resdent identification number be
provided. Thisis congstent with federd guiddines requiring documentation of
immigration status. However, according to Child Hedlth Advocates staff, self-
declarations are accepted for dien regigtration numbers and date of entry into the
country. CHA'’s procedures are not consstent with federal guidance or with the
CBHP rule requiring documentation of immigration status.

» Conflicting requirements for income. The igibility rule for CBHP dates that
income has to be verified for income earned “within 30 days of the date of
goplication” (HCPF-CBHP Sec. 130.1.B, C.C.R.). However, in the section
regarding the calculaion of grossfamily income for determining digibility, therule
states thet dl income recaived by the family “in the caendar month prior to the
date of application” shall be counted (HCPF-CBHP Sec. 150.3, C.C.R.).

These two time periods may not necessarily be the same. Not only is this
adminigratively complex, but it is counter to the main purpose of verifyingincome:
to ensure digibility determination is based on information that has been
Substantiated.

These issues should be addressed to ensure that CBHP is in compliance with all
documentation requirements and that requirements are consstent. (CFDA No.
93.767-Stae Children’s Health Insurance Program-Eligibility.)
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Recommendation No. 42:

The Children’s Basic Hedlth Plan Policy Board should revise the Children’ s Basic Hedlth
Fan digibility ruleto:

a. Reflect federd guidance dtating that Socid Security Numbers are not to be
required as a condition of digibility for children that gpply for the program.

b. Require verificaion of income for the same time period used to caculate gross
family income for the purpose of digibility determingtion.

Children’sBasic Health Plan Policy Board Response:

Agree. The Board will review the recommendations in the report and respond to
the Legidative Audit committee by no later than September 30, 2000.

Recommendation No. 43:

The Department of Hedlth Care Policy and Financing should ensure enforcement of state
and federd requirements that applicants for Children's Basic Hedth Plan provide
documentation of dien regigtration numbers.

Department of Health Care Policy and Financing
Response:

Partidly agree. The Department beieves that federd guidance surrounding
verification of atizenship or nationd status and of immigration satusis conflicting.
The Persona Responsibility and Work Opportunity Act of 1996 requires that
separate CHIP programs verify citizenship or nationd status and immigration
datus. However, aletter received by HCFA regarding new guidance relating to
the Immigration and Naturaization Service (INS) states that " Section 1902(a)(7)
of the Sociad Security Act requires States to safeguard information regarding
applicants for and recipients of Medicaid benefits and prohibits disclosure of that
informationto an outside entity unlessit isdirectly connected to the adminigtration
of the State plan. We have determined that the INS and State Department public
charge determinations would not be connected to the adminigtration of the State
plan, unless such determinations will directly asss the State in recovering
outstanding debtsfrom an dien (most commonly involving overpaymentsor fraud).
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States are encouraged to adopt sSimilar restrictions under separate CHIP
programs” While this letter directly relatesto theissue of "public charge,” it does
gpecify that disclosure of information to the INS or Department of State is
prohibited. It isthe Department’s understanding that, under the Systematic Alien
Verificaionof Entitlement systlem (SAVE) used by Medicaid to obtain verification
without requiring persond documentation, information is sent to a clearinghouse
for verification of dien gaus. If theinformation is verifigble, apostive indication
is returned to the program requesting the information. If it is not verifiadle, the
information is turned over to the INS for investigation. If the letter is correct, the
exiging use of the SAVE system is prohibited by HCFA. However, the
Depatment shdl continue to invedigaie other dternatives of verification.
Implementation date: Contingent upon clarification from HCFA.

Prioritize the Accuracy of Paymentsto Providers

We reviewed the Department’ s systemsfor paying HM Os and physicians serving children
as primary care physicians (PCPs) under the CBHP Network. We found that HMO
paymentsare not routingly adjusted for retroactive changesto enrollment records, and the
reconciliation performed for retroactive changes related to physician payments needs
improvement. For example, CHA may learn that achild hasbeen enrolled intheMedicaid
program for severd months. This will result in a retroactive adjusment to the CBHP
enrollment records for those months, and it should aso result in a negative adjustment to
the next payment to the appropriate provider. However, adequate controls are not in
placeto ensure retroactive adjustments to enrollment records are identified and necessary
adjustments to payments are made.

Overpayments to providers are likely to result from the failure to make retroactive
adjusments. During April and May 2000, CHA gaff made 61 retroactive disenrollment
adjustments that should have resulted in amost $14,000 in reductions to capitation
payments. However, daff reported that information regarding these retroactive
adjustments was not relayed to network administration staff at CHA. The network
adminigration staff cdculate the amount of capitation payments for HMOs and PCPs and
any adjustments to these payments. In another instance an error in enrollment records
identified by CHA staff that should have resulted in reduction of about $1,500in capitation
payments due to an incorrect birth date for a child was not relayed to network
adminigration gaff.

In addition to these communication problems within CHA, we found that there are not
adequate procedures in place generdly to ensure that retroactive enrollment adjustments
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are reflected in future payments to providers. For Fisca Y ear 2000 the responsibility for
identifying these retroactive enrollment adjustments and correcting future payments is as
folows

C HMO capitation payments. The Department is responsible for using
information from CHA to identify discrepancies between projected and actua
enrollments and making the required adjustments to future capitation payments.
However, the Department does not have procedures in place to compare the
projected enrollments, used as the basis for monthly payments, with actua
enrollments, or to otherwise identify retroactive adjustments that should affect
future payments.

CHA daff reported that in February 2000 they provided the Department with an
egtimateindicating about $80,300 was overpaid in capitation paymentsto HMOs
over athree-month period early in Fisca Year 2000. At the conclusion of our
audit four months later Department staff indicated they had not ascertained the
accuracy of the information or made any necessary adjustments related to this
informetion.

C CBHP Network. CHA network administration staff complete a reconciliation
between projected and actua enrollments for the CBHP Network providers,
however, the reconciliation is performed quarterly, and as a result, the “look-
back” period is only from 30 to 90 days. This means that CHA personnel are
unlikely to identify retroactive enrollment adjustments made outside of the 30- to
90-day window and to adjust future payments accordingly.

We believe amore adequate |ook-back periodisat least 120 days. Weidentified
enrollment errors related to CBHP children smultaneoudy enrolled in Medicaid
that were as much as 12 months old (smultaneous enrollment is discussed in the
next section of this chapter).

Further, adjustments to capitation payments must be made within a reasonable period of
time. The Department’s contracts with HMOs and CBHP Network providers do not
permit HCPF to recover for adjustments that are more than six months past. Therefore,
in some ingtances it may be too late for the Department to recover amounts related to
retroactive disenrollments.

These retroactive adjustments need to be corrected not only because provider payments
should be accurate but, dso because the State receives matching funds from the federa
government based onthese payments. If provider paymentsareoverstated for CBHP, the
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Depatment is also drawing more federa funds than is appropriate under the CHIP
program. The Department should take immediate steps to improve controls in this area
to ensure funds are spent appropriately. (CFDA No. 93.767-State Children’s Hedlth
Insurance Program-Allowable CostsCost Principles.)

Recommendation No. 44:

The Department of Hedlth Care Policy and Financing should ensure capitation payments
for the Children’s Basic Hedlth Plan are accurate by:

a. Performing monthly reconciliationsfor provider paymentsthat compare enrollment
records used as the basis of payment with post-payment enrollment records for
the previous 120 days. Changes identified should be reflected in future payments
to providers.

b. Requiring gppropriate communication among staff to ensure al adjustments to
enrollment records are relayed to staff caculating capitation payments.

Department of Health Care Policy and Financing
Response:

a. Agree. Edablishment of requirements and proceduresto ensure the accurate
payment of providers was the Department’s top ddivery system-related
priority during contract renewd negotiations with the contractor during
February and March of this year. In the Fiscd Year 2001 contract, the
Depatment has specified its reconciliation expectations in detail. The
Depatment will implement a monthly provider payment reconciliation
procedure that will account and adjust for all retroactive disenrollments.
Implementation date: August 15, 2000.

b. Agree. The Department has aready taken the following actions to address
this problem. These are:

Implementation of a series of monthly enrollment reports that provide a
defintive statement of HMO enrollment for the purpose of payment and
reconciliation. These reports are symmetricaly represented in the
Department’ s contracts with both the contractor and participating HMOs.



Report of The Colorado State Auditor 141

Implementation of information system changes a the contractor that will
automate the reconciliation of HMO capitation payment. This will reduce
opportunity for errors and omissons due to human oversght and
miscommunication within the contractor.

Creation of a monthly payment summary report that reflects all adjustments
for retroactive disenrollments. The amount of capitation adjusted due to
retroactive disenrollmentswill bedocumented monthly onthissummary report,
and digtributed to both the Department and HMOs. Implementation date:
August 1, 2000.

| dentify and Correct Duplicate
Enrollmentsin CBHP and the M edicaid
Program

CBHP children are sometimes smultaneoudy enrolled in the Medicaid program (“dud-
enrolled”). However, ingtances of dua enrollment can occur without necessarily being
detected by either program. This can occur because digibility and enrollment for CBHP
and Medicaid are tracked through two separate systems.  Currently there is no routine
exchange of information between the CBHP and Medicaid databases to sysematically
identify and correct insgtances of dua enrollment between these programs.

As part of our audit a data match was performed between Medicaid and CBHP
enrollment ligtsfor children enrolled in CBHP for part or al of the period from May 1999
through April 2000. Out of 15,691 children enrolled in CBHP during some portion of that
year, there were 1,830 children (11.7 percent) enrolled in Medicaid at the same time for
some part of the year. Of these dud enrollments, 423 children had been dud-enrolled
between 4 and 12 months. These numbers are likely understated because records for
7,370 additional CBHP children enrolled during part or al of this 12-month period could
not be matched againgt the Medicaid system due to data inconsstencies.

Double payment of hedth care coverage is a poor use of funds, and additionaly, these
kinds of payments violate federa regulations on two counts:

C Federd regulations prohibit charging the same expenditure to two different grant
programs. In this case the federd CHIP and Medicaid programs are both being
charged for the same child for hedlth services for the same period of time.
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C Federd regulations prohibit enralling a child in the state CHIP program if the child is
digble for Medicaid. Therefore, any corrections in payments must be made in
CBHP rather than in the Medicaid program.

Assuming that children are in the pre-enrollment stage of CBHP for about two months, we
estimated that approximately $242,000 in excess CBHP capitation payments were made for
dua-enralled children in the period tested. This estimate islikely to be low because it does
not include payments made for specidized services under the CBHP Network. In addition,
it does not include any estimatefor the 7,370 CBHP children for whom the datamatch could
not be run because of data problems.

In some instances CHA may have made adjustments that corrected some of these
overpayments, however, weaknesses in controls over provider payments, discussed in the
previous section, suggest that athough enrollment records may have been corrected, provider
payments may not have been adjusted. In any case, as well as improving controls over
provider payments, the Department needs to routindy match information between various
systems to ensureingtances of dual enrollment areidentified and corrected in atimely manner.
The fact that some children were dua-enrolled for as much asayear dearly indicatesalack
of proceduresto ensure dua enrollmentsareidentified and payments corrected. (CFDA No.
93.767-State Children’s Hedlth Insurance Program-Allowable Costs/Cost Principles;

Eligibility.)

Recommendation No. 45:

The Department of Hedlth Care Policy and Financing should work with the Department of
Human Servicesto identify on amonthly basisingancesin which children are smultaneoudy
enrolled in the Children’s Basic Hedlth Plan and in the Medicaid program. Erroneous
enrollment records and provider payments should be corrected in atimely manner.

Department of Health Care Policy and Financing
Response:

Agree. The Department appreciatesthework that the Office of the State Auditor has
done in this area. The Department will continue to work with the Department of
Human Services to attempt to resolve these cases in the shortest amount of time

possible.

The gtatutory design of the Children’s Basic Hedlth Plan program reflects a mode
commonto commercidly insured groups(i.e., progpective hedth plan enrollment and
12-months continuous dligibility). However, given the recent Satutory change that
explicitly dlows retroactive CBHP digihility and the fact that Medicaid digibility is
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mutudly exclusve to CBHP digibility, the Department may be compelled to
implement the complex enrollment status and payment reconciliation procedures that
were formerly unique to the Medicaid managed care program. This may have an
impact on HMO participation and, potentidly, rates.

Reconciliation of Fiscd Year 2000 CBHP files identified as having overlapping
Medicad digibility spans and paymentsto participating HMOs and providerswill be
avery labor-intensve effort that will require coordinated work within five (5) entities:
the Department, the contractor, Anthem, Horizon Behaviord Services, and Consultec
(the Medicad fiscd agent). Failure of these entitiesto coordinate retroactive edits of
digbility and enrollment status and process CBHP-to-Medicaid payment
reconciliations accuratdy (most of which will need to be completed manudly) will
have a significant adverse impact on HMOs and providers participating in both
programs.

In addition to the operational issues identified above, CBHP-to-Medicaid payment
reconciliationfor participating HMOswill not be possible unless thereisachangeto
Medicad HMO enrollment rules. Unlike CBHP, Medicad HMO enrollment rules
are very complex and precriptive. A CBHP gpplicant’ s sdlection of an HMO must
be deemed in the rules as an acceptable choice for the purpose of Medicaid
enrollment. Failureto implement such achangeto the Medicaid enrollment ruleswill:
(A) prohibit the Department from maintaining achild’ senrollment inhisor her origind
CBHP plan, (B) result in aggnificant financia lossto the HMO, and (C) potentidly
impede continuity of care.

Implementation date: September 15, 2000.

| mprove Premium Administration

The Depatment’s adminigtrative contractor for CBHP, Child Hedth Advocates, is
responsble for charging and collecting monthly family premiums and maintaining, reconciling,
and trangferring premium information to the State. As of April 2000, CHA reportsindicate
about 9,100 families, or 70 percent of the amost 13,000 families enrolled in CBHP, are
charged premiums, and the State had recorded fiscal year-to-date premium revenuesof alittle
over $1.3 million. CHA reported about $457,200 was outstanding as premiums due from
families

Problems with premium accounts include:
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Because of inaccurate premium records maintained by the prior program
adminigrator for CBHP, the Department alowed CHA to “archive’ dl amounts due
fromfamiliesas of February 28, 1999. In other words, familieswere not specificaly
requested to pay these amounts due to the program. The archived amount
represented almost $292,600; to date, HCPF reports that about $67,500 of the
amount remains outstanding.

In the fall of 1999, the Department asked CHA to reconcile each policyholder’s
account. CHA staff subsequently performed adetailed review of individua premium
accounts during which adjustments were made to over 3,300 families accounts, or
gpproximately 38 percent of premium-paying familiesat that time. 1n some cases staff
did not detail the basisfor these changes. Further, for some accounts, staff deleted
premium charges from records atogether.

In other words, CHA gtaff had the ability to delete activity from families accounts,
and the information system did not maintain evidence of the origind entries or the
dollar amounts deleted. CHA saff also reported that due to the volume of
adjustments, not al adjustmentswere reviewed by asupervisor. Because of therisk
of errors and irregularities, write-offs and deletions are a highly senstive area that
should have been tightly controlled, especidly in view of system deficiencies.

We found that a basic reconciliation between individua premium account baances
and tota premiums due had not been done. This reconciliation ensures that al
premiums charged, adjustments made, and paymentsreceived are posted to families
individua accounts. CHA staff report that they perform a “reasonability check” on
the overal balance, and they provided us with a spreadsheet identifying differences
betweenthe cd culated premium recel vabl e balance and the ba ance generated by the
informationsystem. Thesedifferencesranged from about $570to over $37,600 from
month to month over the past ten months. CHA gtaff reported they were unable to
determine the reasons for these differences and make corrections to individua
accounts that might have been needed.

We ds0 identified alack of adequate segregation of duties. One Staff person makes
the bank deposit, entersadjustmentsto individua accounts, and performsthe monthly
bank reconciliation. This combination of duties means that funds could be
misappropriated and the action subsequently concedled. CHA daff indicated that
beginning in July 2000 they will utilize a bank lock-box for premium payments,
ggnificantly lessening the number of cash receipts to which CHA staff have access.
Despite this improvement, adequate segregation of duties should be maintained at
CHA.
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Problems With the Premium Collection System Affect
Individual Family Accounts

We reviewed a sample of 67 families premium accounts. We identified problems in 14
accounts (about 21 percent):

C Premiumsnot charged appropriately. Inthree accountsfamilieswerenot charged
premiums for a month when they should have been. These same families were
charged a premium for amonth in which they should not have been.

e Premiumsnot charged in a timely manner. In March 2000, premiums for 11
families accounts were charged for months as far back as October 1999.

Charging for premiums should be ardatively straightforward process. The number of errors
in the sample indicates alack of adequate systems and controls to ensure ongoing accuracy
of accounts.

In addition to the problems noted with premium tracking and collections, inadequacies of the
present information system used by CHA likdly contributed to some concernsidentified in the
audit. We noted that the system is not able to perform monthly “cutoffs’; as a resullt,
adjustments to prior accounting periods can and are being made on a continua basis. We
aso found that the detailed premium receivables report generated from the system showed
individua account balances not in agreement with balances in the individua account records
within the systlem.

Regardless of the source of the problems found in the audit, all must be addressed. Under
the cogt sharing rule for CBHP scheduled to go into effect on August 1, 2000, familieswill be
disenralled from the Children’ s Basic Hedlth Plan based on nonpayment of premiums. Staff
indicate past due amounts as of July 31, 2000, will not be used as abasis for disenrollment.
However, it isimperative that families account balances are accurate and reliable under the
new rule; otherwise, the State risks disenrolling families on the basis of erroneousinformation.
(CFDA No. 93.767-State Children's Hedth Insurance Program—Program Income;

Reporting.)

Recommendation No. 46:

The Department of Hedlth Care Policy and Financing should ensure that the contractor for
the Children’ sBas c Health Plan hasadequiate control sover premium administration by stating
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expectations clearly in the contract and monitoring compliance. Controls over premium
adminigration should include:

a

Documenting staff respongbilitiesfor dl aspectsof premium adminigiration, including
supervisory review and limitations on authority.

Maintaining adequate supporting documentation for al adjustments madeto families
accounts. Such support should includeat aminimum explanationsfor the adjustmernt,
date of theadjustment, individua entering theadjustment, and evidence of supervisory
review and approva.

Completing a monthly reconciliation between individua family account balances and
the total premium accounts receivable balance. The sources of discrepancies should
be identified and resolved, including agppropriate adjustments to individua family
accounts.

Establishing appropriate segregation of duties over cash receipts.

Department of Health Care Policy and Financing
Response:

Agree. The Department is requiring the contractor to correct dl of the identified
deficiencies, as part of the Fiscd Y ear 2000 contract closeout. No find payment for
the Fisca Y ear 2000 contract will be made until full resolution is documented by the
contractor and accepted by the Depatment. Premium information system
modifications have been made and will be implemented concurrent with the
implementation of the new premium compliance (cost sharing) rule. Segregation of
duties over cash receipts has been implemented. Payment for Fiscal Year 2001
contract year will be made only for accurate, timely and procedurdly acceptable
premium adminisiration performance.

Implementation date: part “a,” June 30, 2000; part “b,” June 20, 2000; part “c,”
Augugt 1, 2000, and ongoing; and part “d,” June 20, 2000.

Recommendation No. 47:

The Department of Hedlth Care Policy and Financing should ensure that the new information
system for the Children’s Basic Hedth Plan premium adminigtration is adequate to meet
program requirements and addresses problems with the present syslem.  This includes, but
isnot limited to, ensuring that:
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a. Transactions entered in the system cannot be subsequently atered or deleted.

b. Monthly and year-end cutoffs can be performed for accounting and reporting
puUrposes.

c. Reportsgenerated by the system produce information cons stent with underlying data
in the sysem.

Department of Health Care Policy and Financing
Response:

Agree. Premium information systern modifications thet were under way at the time
of the audit, whichare designed to support fully accountable premium administration
operations (and that will dso resolve the audit's information systems issues in a
prospective sense), will be completed and installed by August 1, 2000, concurrent
withtheimplementation of the new premium compliancerule. Asof mid-July, testing
by the Department of the developed system components has been fully satisfactory.

The Department assures that al components of the corrective action process noted
above arefully and effectively implemented and maintained, and the Department will
pay only for acceptable premium administration performance.

Ensure Federal Requirementsfor CHIP Are Met

Under the federa Single Audit Act, the Department is responsible for compliance with
requirementsfor thefedera Children’sHedth Insurance Program, or CHIP. Thismeansthat
HCPF must have adequate measures to ensure that CHA and other contractors meet these
requirements. This is particularly important in the case of CHA, since it is responsible for
critica functions of the Children’s Basic Hedth Plan such as digibility determination. Out of
Fisca Y ear 2000 year-to-date expenditures of $18.5 million for CBHP asof April 30, 2000,
we estimated that CHA directly or indirectly controlled the expenditure of $18.08 million
(about 98 percent).

One way for the Department to determine CHA’s compliance with federal requirements
would be for HCPF to classfy CHA asasubrecipient for federa award reporting purposes.
Classfying CHA in such amanner would require it to have an annud audit under the Single
Audit Act. Thistype of audit must determine if an entity has adequate controls in place to
ensure federal funds received are expended in accordance with applicable federa laws and
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requirements. By requiring such an audit, the Department would receive an independent
assessment of CHA'’ s controls and compliance relative to federal requirements under CHIP.

Another way for the Department to determine if CHA is meeting federa requirementsis for
HCPF to perform on-site monitoring of CHA operations. Colorado State agencies operating
federd programs of comparable szeto CHIP typicdly have established some means of on-
stemonitoring of subrecipients, in addition to requiring the annua audit under the Single Audit
Act. In any case, the Department must implement measures to ensure funds are spent
gppropriately. (CFDA No. 93.767-State Children’ sHealth Insurance Program—Subreci pient
Monitoring.)

Recommendation No. 48:

The Department of Hedlth Care Policy and Financing should develop and implement a
mechaniam to ensure the administrative contractor for the Children’s Basic Health Plan
complieswith federd requirements.

Department of Health Care Policy and Financing
Response:

Agree. The Department, as part of the Fisca Year 2000 contract closeout, is
requiring the contractor to agree in writing to comply with federa Single Audit
procedures, beginning with an audit of the Fiscad Year 2000 contract year. Find
payment to the contractor for Fisca Y ear 2000 will not be made until this agreement
is provided to the Department. The Department is adso reviewing its saffing and
organizationd priorities to determine if modifications to its contract management
procedures (including on-site monitoring procedures) are needed and feasible.

Address Processing Delays Between CBHP
and M edicaid

L ack of adequate communication between CBHP and Medicaid digibility systems can cause
processing delaysfor applicantsreferred to the other program. In mid-February 2000, CHA
began to formaly track the length of time it takes to receive information back on gpplicants
referred to the county departments of socid services. From mid-February to mid-March
2000, Child Hedlth Advocates sent the counties gpplicationsfor 536 children who appeared
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Medicaid-digible. By late April, CHA had received dispostions from the counties for only
144 of the children, or about 27 percent of the totd. For the remaining 392 children (73
percent), we tested a sample of 27 gpplicants and were only able to determine that 15 of
these had been enrolled in Medicaid.

Ovedl, for thefirgt ten monthsof Fisca Y ear 2000, CHA reportsthat 5,353 applicantswere
referred to the counties, or about 14 percent of gpplicants. As of the end of April 2000,
CHA had received dispositionson 1,252 children. Staff report there can be substantia delays
in hearing back from the counties, and in some cases the digposition is never received.

Feedback from the counties is important because CHA needs to follow up with families
concerning children determined indligible for Medicaid. These are likdly to be children who
could be enrolled in CBHP. Out of the 1,252 applicants for whom CHA had received
information back from the counties, 395 children (32 percent) had been denied Medicaid.
This suggests that a subgtantia number of gpplicants referred to the counties may ultimatey
end up being digible for CBHP.

There are severd ways in which the Department could address these delays.

T Place Medicad digibility technicians at Child Hedth Advocates. This is the most
graightforward solution from the viewpoint of processing these potentialy Medicaid-
digible children in the quickest manner. Thiswould require achange in the Sate law
requiring county departments of socid services to determine Medicaid digibility.
However, discussions are dready under way to change this law in order for the
proposed Colorado Benefits Management System to be effective as a sngle entry
point system.

T Arrangein larger counties for Medicaid digibility technicians to spend some portion
of timeon aweekly basisa one of the satdllitedigibility determination (SED) Sitesfor
CBHP. Thiswould require that access to the Medicaid digibility sysem be made
avalable at these stes. Thistype of arrangement is currently in place a one of the
SED sitesin Denver.

T Egadlish specific time frames for counties to report on the status of applicants to
CBHP. In cases where a dispositionhasnot occurred, require an explanation of the
nature of the delay. Thiswould require the least change in the current process and
probably be the least effective in reducing time frames.

Additionaly, CHA reports that gpplications originating with the counties are not necessarily
forwarded in atimey manner, athough CHA does not formdly track these ddays. During
the first ten months of Fiscal Y ear 2000, almost 7,000 applicants, or nearly 18 percent, came
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through county departments of socia services. To expedite these applications, SED sites
could be required to pick up applications from the counties on aweekly bass.

The Department should ensure that the exchange of gpplications and digibility information
between CBHP and the Medicaid program occurs in atimely manner. This will reduce
excessve ddays in processing time that could discourage families from participating in the
programs and aso could cause families to delay needed medica care for their children.
(CFDA No. 93.767-State Children’s Hedlth Insurance Program—Eligibility.)

Recommendation No. 49:

The Department of Health Care Policy and Financing should ensure gpplications referred
between the Children’s Basic Hedth Plan and Medicaid program are processed timely.
Optionsinclude:

C Locaing Medicad digibility technicians &t digibility Stes for the Children's Basic
Hedlth Plan.

C Requiring satdlite digibility determination stes for the Children’s Basic Hedth Plan
to collect referred gpplications from the county departments of socid services on a
regular basis.

C Edablishing specific time frames for counties to report on the satus of gpplicantsto
Children’s Basic Hedth Plan and on the nature of any delays.

Department of Health Care Policy and Financing
Response:

Agree. The Department agrees that a system that alows more timely determination
of Medicaid digibility would benefit applicants to both Medicaid and CBHP. The
Medicad digibility sysem is devolved to the counties. Placing Medicad digihility
technicians at Child Hedlth Advocates would require statutory change. Placing
Medicad digibility technicians a SED Stes has received limited support from the
counties (other than Denver) because of volumeissues. To date, counties have not
found this recommendation to be codt-effective. We will continue to meet with
counties to discuss the possihility of this option. The Department has been working
with the counties and plans to issue an agency letter to the county departments of
socid services by September 30, 2000, that will specifically address referrd of
applications between CBHP and Medicaid, as well as other communications and
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procedura issues. The Department will continueto stressthe need for timely referrds
in future mestings with the counties.

CBHP Network Claims Audit

As part of our audit of the Children’s Basic Health Plan the Office of the State Auditor
contracted with Buck Consultants to evaluate the payment of health insurance claims under
the program. Children living in areas of the State not covered by HMOs participating in
CBHP receive hedth care services through the CBHP Network (Network). Designated
physiciansin the Network serve as Primary Care Physicians (PCPs) and as gatekeepersfor
referrdsto other services(e.g., ancillary and speciaty services, hospitd services) that arepaid
on afee-for-service basis.

The following is an audit comment on claims paid through the Network from the report
prepared by Buck Consultants (Children’s Basic Health Plan Claims Audit, Report No.
1225B).

Resolve and Prevent Conflictsin Eligibility
| nfor mation

During our review we noted that CHA forwards dligibility information, such as additions,
deletions, and changes, to Anthem on aregular basis. Under the CBHP Network, Anthem
(formerly Blue Cross Blue Shield of Colorado) isresponsiblefor processing claims payments
to providers. However, wefound thereisno reconciliation between the digibility information
maintained by CHA and by Anthem.

Eligibility File Reconciliation

As an integra part of our review, we compared the CHA and Anthem digibility files. A
sample of filesfor 20 familieswas compared with digibility information maintained a Anthem
for these same families. We found discrepancies in 4 out of the 20 families tested (20
percent); these families involved atota of nine children. The following discrepancies were
noted:

C For seven children, Anthem and CHA had different termination dateson file. For Six
children, Anthem had later termination dates on filethan CHA, which could resultin
dams being erroneoudy paid by Anthem. For the other child, Anthem had an earlier
termination date than CHA, which could result in clams being erroneoudy denied by
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Anthem. Inadl instances, CHA stated it had previoudy communicated the corrected
termination dates to Anthem.

C  For two children, Anthem had no digibility files, while CHA had both children listed
as currently enrolled. Thiscould have resulted in clamsbeing erroneoudy denied by
Anthem if CHA’ s records are accurate and the children are enrolled.

(CFDA No. 93.767-State Children’s Hedlth Insurance Program—Eligibility.)

Recommendation No. 50:

The Department of Hedth Care Policy and Financing should ensure that consstent and
accurate eligibility data for the Children’s Basic Hedth Plan are reflected on-line a Anthem
and Child Hedlth Advocates by:

a. Reguiring that digibility discrepancies identified during the clams audit and any
resulting claims issues are resolved.

b. Egablishing a reconciliation process on digibility data to be performed by Anthem
and Child Hedlth Advocates on amonthly bass.

Department of Health Care Policy and Financing
Response:

Agree. The Department has established formal processesin the Fiscal Year 2001
Anthemand Child Hedlth Advocates agreementsfor adherenceto aprioritized work
agendaand corrective action plans. Monthly digibility reconciliation procedures are
being prioritized and implemented. Implementation date: October 1, 2000.
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Department of Higher Education

| ntroduction

The Department of Higher Education was established under Section 24-1-114, C.R.S,,
and indludesdl public educationingditutionsinthe State. It soincludesthe AurariaHigher
Education Center, the Colorado Commission on Higher Education, the Colorado Council
ontheArts, the Colorado Student L oan Division, the Colorado Historical Society, andthe
Divison of Private Occupationa Schools. Please refer to page 47 in the Financia
Statement Findings section for additiona background information.

Board of Regents of the University of
Colorado - University of Colorado

The University of Colorado was established on November 7, 1861, and its current
governing authority is the Board of Regents. The Board of Regents is condtitutionaly
charged with the generd supervison of the University’ s four campuses.

Thefollowing commentswere prepared by the public accounting firm of KPMG LLP, who
performed work at the University of Colorado.

Processes for Fixed Assets Records Maintenance at
the University of Colorado at Colorado Springs
Should Be Improved

TheUniversity of Colorado a Colorado Springs (UCCS) ownsnumerousequipment items
ranging from computersto research equipment, which aretracked in acampus-devel oped
fixed asset system. We noted that the UCCS did not maintain accurate and complete
capital equipment records. Specifically, records could not be located supporting assets
that were disposed of in Fisca Y ear 2000. Please refer to Recommendation No. 6 in the
Financia Statement Findings section for additional details, our recommendetion, and the
University’s response.
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Processes Should Be Strengthened to Ensure
Allowable Costs Are Charged to Grants at the
University of Colorado at Boulder

The University of Colorado a Boulder (UCB) receives gpproximately $176 million of
federa research and development funds each year. Such funds are primarily spent on
payroll and benefits, operating and capital expenses and indirect costs. Costs charged to
federa grants are controlled and monitored by the principa investigator and his’her saff
on the grant as well as the Office of Contracts and Grants and the Sponsored Projects
Accounting Office.

For payrall reporting, when individuals are assgned to work on a federally sponsored

research and development grant or contract, their satus as full-time or part-time is

documented and their sdlary is denoted on a Personnd Action Form, which aso denotes
position and account(s) to be charged. ThisForm remainsin effect until achangeismade
(i.e., termination, change of status, transfer, promotion). Each payrall period, employees
certify, through a Persona Effort Report, the percentage of time actualy devoted to the

project. If this percentage differs by more than 5 percent of the percentage stated on the

Personnel Action Form, the employee must state whether this is expected to be a
permanent changeintimeand effort devoted to the project and, if so, whether acorrected

Personnd Action Form, reflecting the change, has been processed.

We tested 15 research and development expenditures at the UCB, 7 of which were
payrall and benefits. We noted one exception in our testwork in which an individua was
overpaid agpproximately $6,800 over a period of three months. Prior to March 1, 2000,
the employee worked full-time for the UCB on a Nationa Science Foundation (NSF)
grant, CFDA No. 47.049, within the Center for Spoken Language Research. On March
1, 2000, the employee was reduced to part-time status (51 percent). However, the
employee continued to receive his full-time sdary. This error resulted from incorrect
completion of the Personnd Action Form by a new employee. The NSF employee
subsequently left employment of the UCB in June 2000. The overpayment was not
detected by the Univerdaty until July 2000. As a result, the federd research grant was
overcharged $6,800.

In order to ensure allowable costs are charged to grants, the UCB should ensure
appropriate training is provided to new employees, a detailed review of transactions is
completed, and grant budgets are routinedly monitored within the Center for Spoken
Language Research.
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Recommendation No. 51:

The University of Colorado at Boulder should strengthen its processesto ensure dlowable
cogts are charged to grants within the Center for Spoken Language Research.

University of Colorado Response:

Agree. UCB’s Accounting and Budget Services department will work with the
Center for Spoken Language Research to ensure that only alowable codts are
charged toitsgrants. Thiswill be completed by March 2001.

Internal Control Over Federally Funded Fixed
Asset Disposals Can Be Improved at the Boulder
Campus

The UCB Property Servicesisresponsiblefor disposition of capitd equipment. TheUCB
policy regarding disposas states that a department must obtain Office of Contracts and
Grants (OCG) agpprovd for federally funded capital assets. This policy is designed to
ensure that equipment is disposed of in accordance with applicable federal and grant
regulations. As noted in the policy, it is the department’ s respongbility to obtain OCG
authorization. However, there are certain instances where proper authorization may not
be obtained by the department; therefore, it isimportant that Property Servicesalso ensure
that proper authorization is obtained prior to dispostion.

We noted in a sample of six digposds of federdly funded equipment, two were not
properly approved by the OCG. These assets were digposed of in compliance with
gpplicable federd regulations, however, there is an increased risk that digposals may not
be in accordance with these regulations if gppropriate OCG authorization is not obtained.

The UCB Property Services, OCG, and campus departments should strengthen their
processes for disposals of federdly funded equipment to ensure that proper authorization
is obtained in accordance with UCB policy.
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Recommendation No. 52:

The University of Colorado at Boulder should ensure proper authori zationisobtained prior
to digposition of federaly funded equipment.

University of Colorado Response:

Agree. UCB’sAccounting and Budget Services, Office of Contractsand Grants,
and Property Services will review the UCB property disposition procedures to
determine what improvements can be made to ensure proper authorization is
obtained prior to dispostion of federaly-funded equipment. This will be
implemented by June 2001.

State Board of Agriculture

The State Board of Agriculture has control and supervision of three distinct inditutions:
Colorado State University — a land grant university; Fort Lewis College — a liberd arts
college; and the University of Southern Colorado—aregiond university with apolytechnic
emphasis. The Board is aso responsible for the Colorado State Univeraty Agriculturd
Experiment Station, the Cooperative Extension Service, and the Colorado State Forest
Service.

The Board adminigtersthe State Board of Agriculture Fund located at the State Treasury.
The Board isauthorized to fix tuition, pay expenses, and hireofficias. The chief academic
and adminigrative officersarethe Chancellor of the Colorado State Universty Systemand
the Presdent of each indtitution.

Colorado State University System
Colorado State University, Fort Lewis College, and the Univeraty of Southern Colorado

have been consolidated as a single financid reporting entity—the Colorado State
Univergty System (CSUS).

University of Southern Colorado

The University of Southern Colorado is established by 23-55-101, C.R.S,, as a genera
bacca aureate and polytechnic ingtitution with moderatdly selective admisson standards.
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The emphasis of the Universty of Southern Colorado is on polytechnic education and
maintaining strong programsiin the liberd arts.

The following comment was prepared by the public accounting firm Grant Thornton LLP,
who performed audit work at the University of Southern Colorado.

| mprove Documentation and Controls Over the
Federal PerkinsL oan Program

Federal Perkins loans are available to certain sudents meeting digibility requirements
established by the United States Department of Education. The loan programispartidly
funded by the Department of Education. The Department of Education requires certain
procedures to be followed by al institutions accepting federal Perkins Loan Program
dollars, such as keeping certain documentation in individud files for each borrower. If
these procedures are not followed, the University risks losing these federal funds to
support student attendance. Our audit procedures included testing ten borrowers who
went into repayment during the year and ten borrowers who went into default. We noted
the fallowing:

For three borrowers who went into repayment during the year and one borrower
who went into default, the University did not follow required proceduresto make
sure the borrower receives exit interview information and returns a signed
gatement with collection information and a copy of their repayment plan to the
Universty.

For one borrower who went into repayment during theyear, the University did not
obtain the borrower's Sgnature on the statement with collection information that
is required to be returned as part of the exit interview process.

For one borrower who went into default, the federa Perkinsloan promissary note
that was signed by the borrower did not contain a stated amount of the loan.

For one borrower who went into default, no exit interview information had ever
been sent to the borrower.

Appropriate documentation should exist to demonstrate compliance with the Department
of Education in order to ensure future participation in the federal Perkins Loan Program
and to assig in future collection efforts to avoid default by borrowers.
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The University of Southern Colorado tracks information related to federa Perkins loans
recaivable by usng a database software system caled Greentree to support the
summarized activity and balances presented in the University'sgenerd ledger syssem. The
Greentree systemisadatabase with accountsfor each federa Perkinsloan disbursed. The
datus of the borrowers, payment history, and borrower information are al tracked by the
system. The totdl federd Perkins loan receivable balance as reported by the Greentree
system at June 30, 2000, of $4,320,262, could not be reconciled to the balance as
presented on the University'sgenerd ledger system at June 30, 2000, of $4,083,117. The
unreconciled difference is $237,145.

Recommendation No. 53:
The University of Southern Colorado should:

a. Implement procedures to ensure that al documentation required by the
Department of Education isincluded in the borrower'sfederal Perkinsloan file or
that attemptsto obtain the required documentation are appropriately documented
intheborrower'sFedera Perkinsloanfile. Additiondly, theUniversity shoulddso
implement review procedures to ensure that al documentation is accurately
completed and signed as required by the Department of Education regulations.

b. Peform a detailed review of the federal Perkins Loan Program database
(Greentree) and make appropriate changes and corrections to get the Greentree
system in agreement with the generd ledger. Due to the age and ingtahility of the
Greentree system, the University should a'so consider changing to anew and more
reliable database system or outsourcing the databbase administration and collection
function for federd Perkinsloansto athird party.

University of Southern Colorado Response:

a. Agree. TheUniversty hastaken initid stepsto ensure that documentation in
borrower files is complete and accurate.  The Universty will investigate
additional messures (i.e,, check-off list) that will improve the Universty's
respongbility toward borrower file documentation.

b. Agree. TheUniversty will take the necessary stepsto ensurethat our Perkins
subsidiary database is reconciled to the University's general ledger. With
regard to concerns over the integrity of our subsdiary system, the University
is currently evauating its options.
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Trustees of the State Colleges of Colorado

The Board of Trustees overseesthe four state colleges and the Graduate Center. Please
refer to page 50 in the Financid Statement Findings section for additiona background
informetion.

Metropolitan State College of Denver

Metropolitan State College of Denver serves a student population in the grester metro
Denver area. Please refer to page 50 in the Financial Statement Findings section for
additional background information. The following comment and recommendation was
prepared by the public accounting firm of Kundinger and Associates, P. C., who
completed audit work at Metropolitan State College of Denver.

| mprove Procedures Over Monitoring Grant
Expenditures

We noted that Metropolitan State College of Denver overcharged agrant during theyear
ended June 30, 2000. The overcharge related to salaries and benefits and was
subsequently identified by the pass-through entity. 1t will be corrected by reducing future
charges to the grant in the amount of the overcharge. Please refer to Recommendation
No. 7 in the Fnancid Statement Findings section for additiond detals, our
recommendation, and the College' s response.

Western State College

Western State Collegeisan undergraduate college of libera artsand sciences. Pleaserefer
to page 51 in the Financid Statement Findings section for additiona background
information.  The following comment and recommendation was prepared by the public
acocounting firm of Chadwick, Steinkirchner, Davis & Co, P.C., who performed audit
work a Western State College.

Reconciliation of Work-Study Payments

During our testing we noted that the amount of federal and Colorado work-study funds
disbursed and posted through the payroll system are not reconciled to those posted to
each student on the financid aid system. Efforts by the College to reconcile a difference
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identified resulted in the return of funds to the federd programs. Please refer to
Recommendation No. 8 in the Financid Statement Findings section for additiona detalls,
our recommendation, and the College' s response.

Trustees of the Colorado School of Mines

The Board of Trustees is the governing body of the Colorado School of Mines and is
composed of seven members gppointed by the Governor, with consent of the Senate, for
four-year terms; and one nonvoting student member elected by the student body.

Colorado School of Mines

The Colorado School of Mineswasfounded on February 9, 1874. Theprimary emphasis
of the Colorado School of Mines is engineering, science education, and research. The
authority under which the School operatesis Article 40 of Title 23, CR.S.

Thefallowing comments and recommendations were prepared by the public accounting
firm of Baird, Kurtz, and Dobson, who performed audit work at the Colorado School of
Mines.

Receipt and Use of Federal Funds

The University participatesin numerousfederd grant programsthroughout theyear. These
grantsarelargdy for the research and devel opment programswithin the University and for
sudent financia aid. Research and development and student financid aid weretested as
mgjor programs under the Office of Management and Budget (OMB) Circular A-133
for the year ended June 30, 2000. During theyear the University had expenditures under
these federa grants of $14.8 million. Our testing noted instances of noncompliance with
the requirements of federa grants or OMB Circular A-133 asfollows.

| mprove Subrecipient Monitoring

Inthefiscal year ending June 30, 2000, the University reported on its Schedule of Federd
Assigtance funds passed through to subrecipients of $2,871,709 in ten programs.

The requirements st forthintheOMB Circular A-133 provide that pass-through entities
(inthiscasethe University) obtain reasonable assurancethat federd award information and
compliance requirements are identified to subrecipients, subrecipient activities are
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monitored, subrecipient audit findings are resolved, and the impact of any subrecipient
noncompliance on the pass-through entity is evauated. Also, the pass-through entity
should perform procedures to provide reasonable assurance that the subrecipient obtains
required auditsand takes gppropriate corrective action on audit findings. During our testing
of research and development grants we found that the Univerdty did not adequately
document information about its subrecipient monitoring.

The Univerdity designates a principa investigator, usudly a University professor. This
investigetor is respongble for gpproving dl expenditures submitted by subrecipients and
for supervison of the subrecipient. While proper supervison may be occurring, the
Universty did not provide us with documentation to support the monitoring process.
Without the documentation, we could not determine if dl federd requirements had been
met.

This recommendation affects the following grants: 10.43-3AES-6-80075, 35107-4412,
12.F49620-98-1-0483, 81.KH800022MW, 93.5 R01-ES06825-02, 66.502, 66.R
826651-01-0, 43.NCCW-0096, 43.NAG3-1970, and 43.TASK ORDER RF-323.

Recommendation No. 54:
The Colorado School of Mines should develop subrecipient monitoring docu-mentation

policies and procedures to help ensure that subrecipient files are properly maintained and
provide documentation for the monitoring that has occurred.

Colorado School of Mines Response::

Agree. Policies and practices, at both the departmenta and inditutiond leve, for
documentation of subrecipient monitoring, will be strengthened.

Establish and Document a Consistent Policy for
Deter mining Satisfactory Academic Progress

The granting of federd and state Student Financid Aid is dependent on the student
mantaning satisfactory academic progress. Federal requirements date that the
Univergty’s policy mugt include both a quditative messure (such asthe use of cumulative
grade point average) and a quantitative measure (such as a maximum time frame for
completion) of the student progress. In reviewing the University’s policy for determining
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satisfactory academic progress we noted that there are conflicting policies. The
Inditutiona Financid Aid Program Policies manual does not addressthe cumulative grade
point average (GPA). The policy only addresses the current semester’s GPA. Thereis
aseparate policy in the School’ s Under graduate Bulletin where a2.0 cumulative GPA
isaddressed. In our sample, we determined the policy requiring a cumulative 2.0 GPA
was being followed.

Recommendation No. 55:

The Colorado School of Mines should establish and document a consistent policy for
satisfactory academic progress to include a cumulative GPA requirement to help ensure
students are making progress toward, and will be eigible for, graduation.

Colorado School of Mines Response:

Agree. The finding is accepted. In the past, inconsstent versions of the
Satisfactory Academic Progress policy were contained in different publications.
As of November 2000, dl of the Financid Aid Office publications have been
updated and made cons stent with regard to the satisfactory progress requirement
that astudent achieve a2.000 GPA by the end of their second year of enrollment.
If astudent does not meet this qualification, the student will be given oneacademic
year in which to raise the cumulaive GPA to the minimum leve. If the Sudent
does not achieve this, further financid ad digibility will be terminated, subject to
the apped s procedures as specified in the Policy.

| mprove Process for Notification and Counseling of
StudentsWho AreFirst-Time Borrowersor Leave
School

Under the Federa Family Education Loan (FFEL) program, the University isrequired to
complete and return within 30 daysthe student Status confirmation reports sent by guaranty
agencies. Unless the Univergity expects to complete its student status report within 60
days, the Univeraty must notify thelender or guaranty agency within 30 daysif it discovers
that a student who received aloan either did not enroll or ceased to be enrolled on at least
ahdf-time bags. During our testing the Univergity represented this notification occurred
automatically, but there was no documentation the lenders and guarantors had been
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natified. In addition, the University is required to conduct counsdling sessions for these
students and for students who are borrowing funds for the first time under the Federd
Family Education Loan Program (FFEL). In our testing, 11 students of the 30 students
selected lacked documentation of the entrance/exit counsdling session.

Recommendation No. 56:

The Colorado School of Mines should develop policies and procedures to help ensure
proper documentation of natification to lendersand documentati on that counsdling sessons
are performed for students borrowing for the first time and students leaving schooal.

Colorado School of Mines Response:

Agree. The procedure for notifying lenders of a student leaving school has been
changed to include documentation, either electronic or paper, of that notification
within 30 days of the Financid Aid Office learning of the sSudent’s departure, as
required by federa regulations. Such natification is currently done, but
documentation is not dways condgtently maintained.

L oan entrance counseling is required of dl firg-year fird-time borrowers a the
School, asrequired by federa regulations. Loans are not disbursed through the
Student Information System (SIS) unless aloan entrance counseling flag has been
set to “yes” Thisis set after we receive our confirmation that the student has
compl eted this procedure, and we have been notified either by paper or electronic
format.

Better Documentation of Student Financial Aid Files

We noted during our testing of the Student Financia Aid (SFA) files that the information
maintained in the files was incondgtent. In our sample, al required information was
ultimately obtained. However, in reviewing the student files, we noted some forms and
documentation would beincluded in onefile but excluded from another. Also, certainfiles
did not have the most current ca culated need worksheet. While the calculated need was
properly updated on the Student Information System (SIS), thefileswere not updated and
thus gave the appearance that certain studentsreceived avardsin excess of need. Having
congstent and immediately available documentation either in a paper or dectronic file is
the best means of supporting student aid packaging decisons.
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Recommendation No. 57:

The Colorado School of Mines should develop a checklist regarding the eectronic and
written documentation required to be maintained on each student receiving aid to help
ensure adequate support is maintained regarding digibility and aid awvard decisons.

Colorado School of Mines Response:

Agree. The policies and procedures have been revised to more completely
describe the ways in which student files are documented. The first award to a
student which consgts of a scholarship only is entered directly into the computer
system, without a paper worksheet. Need-based awards are aways done on
paper for the fird award. For any adjusments following the firs award,
counselors are ingtructed to use the eectronic records primarily, unlessthereisa
professona judgement or other mgor issue involved, which would be more
appropriately documented on paper in the sudent’sfile.
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Department of Human Services

| ntroduction

The Department of Human Services supervises the adminigration of the State's public
ass stance and welfare programsin addition to operating anumber of facilitiesthat provide
direct services. Please refer to page 57 in the Financid Statement Findings section for
additiond background information.

| mprove Food Stamp M anagement
Evaluation Review Process

In Fiscd Y ear 2000 the Department  provided over $130.2 million in benefits to digible
households under the federal Food Stamp program and expended approximately $39.6
million for the administration (CFDA #10.551— Food Stamps, CFDA #10.561-State
Adminidrative Matching Grantsfor Food Stamp Program). The Food Stamp program is
designed to help low-income households buy food. Eligible families are provided with
Electronic Benefit Transfer (EBT) cardsthat can be used to purchase food at participating
grocery stores through the use of point-of-sale terminads. The Food Stamp program is
overseenby the Department’ sFood Assistance Programs Divison withinits Office of Sdif-
Sufficiency. It isadministered locally by the county departments of socid services.

To ensure that Food Stamp benefit payments are appropriate, federa regulations require
states to have an effective system in place for monitoring the Food Stamp program and
ensuring that benefitsare administered appropriately. Federd regulationshave adso placed
oversght respongbility for EBT card controls under the Food Stamp program. In
Colorado, EBT cards can be used to access Food Stamp benefits aswell as benefitsand
payments for other federal and state programs, including Temporary Assistanceto Needy
Families (CFDA #93.558), L ow-Income Energy Assistance Program (CFDA #93.568),
Title IV-E Foster Care (CFDA #93.658), Title IV-E Adoption Assistance (CFDA
#93.659), Old Age Pension, Aid to the Needy Disabled, and Aid to the Blind.

We identified problems with the Department’s Food Stamp monitoring system, most
notably in relation to the Department’s oversight of the Denver County Department of
Social Services. Thisis of particular concern because Denver County administers the
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Food Stamp program for a significant portion of recipientsin the State. For example, in
Fiscal Y ear 2000 the Denver office administered food stamp benefits to about 24 percent
of the over 1.9 million recipients in the State’s Food Stamp program. We discuss these
monitoring problems below:

C The Department has not ensured that significant deficiencies related to
EBT cardsarecorrected on atimely basis. Anaudit performed by the Office
of the State Auditor on the Electronic Benefit Trandfer Service dated August 1998
(Performance Audit of the Colorado Department of Human Services
Electronic Benefit Transfer Service, Report No.1112) found that several local
Food Stamp offices in Denver County had returned over 3,600 EBT cards
believed to be damaged to the centrad Denver County Food Stamps office for
destruction. The audit reported severa concerns, including:

< The cards had not been destroyed, dthough state and federa regulations
require counties to routinely destroy damaged or returned cards.

< The cards were being stored in an unsecured box in avault in the accounting
area, which was accessble to a variety of staff at the Denver office.

< Thecardshad not been forwarded by issuance staff at Denver County satdllite
offices to the centrd Denver County Food Stamps office with required
inventory logs. Theselogs are used to record the card number, whether or not
the card was deactivated, and the staff person returningthecard. Therefore,
centrd office gaff were unable to determine that information.

This stuation presented a clear risk that cards could be improperly used and
benefits misappropriated because there was no inventory establishing the number
of cards received, no record of whether or not the cards were till activated, and
the cards were not stored in a secure location. The Department agreed with the
recommendation to address these deficiencies.

In our Fisca Year 2000 audit we found that in May 1999 and August 2000 the
Department’s monitoring staff had conducted on-site visitsto the central Denver
Food Stamps office and noted that the returned cards still had not been destroyed
or inventoried and continued to be held in an unsecured locetion & the Denver
office. Because the Department has respongbility under the programto report dl
deficiencies, it should have reported the problems to the County so that
appropriate follow-up could be performed. Nonetheless, in its May 1999 report
the Department did not cite Denver County for noncompliancein the section of the
report requiring a corrective action planregarding these deficiencies. Department
daff sated that they did not cite the County, because local g&ff indicated that the
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cards would be destroyed in the immediate future. The problem, however,
continued. Department staff also reported that Denver County did conduct an
inventory of the returned EBT cards in November 1999, which identified that
3,674 returned cards were on hand at that time. The Department visited Denver
County again in August 2000; the report on that visit had not been issued at the
time of our audit.

Also as part of our Fiscal Year 2000 audit, we visited the central Denver County
Food Stamps officein September 2000 and found that despite assurancesin May
1999 from County taff that the returned EBT cards would be destroyed, the
cards were gill Stting in an unsecured box. In other words, over two years after
concerns wereraised in the August 1998 performance audit, the Department had
not ensured that the security issuesraised by the handling of these returned EBT
cards were addressed.  When we brought these matters to the Department’s
attention again, Department staff contacted the County, and the County hired a
vendor who destroyed the cards in late September 2000.

However, while the returned cards have findly been destroyed, the Department
is unable to ensure that none of the cards were misappropriated and misused.
Denver County staff did not take an inventory of the cards at the time they were
destroyed. The County estimated that about 3,500 cards were destroyed; thisis
174 cards fewer than the 3,674 cards inventoried in November 1999.

Fndly, the August 1998 audit of EBT aso recommended that the Department
specify in its EBT procedures a time frame for the destruction of EBT cards
returned for possible malfunction or damage. While the Department agreed with
this recommendation and issued an agency |etter to counties in November 1998
requiring daily destruction of returned cards, it inadvertently omitted the specific
time framefor destruction fromitsrevised EBT ProceduresManud issuedin April
2000. The Department should correct the manual so that counties are clearly
informed of the time frame in which returned cards must be destroyed.

C The Department did not issue monitoring reports to counties within a
consistent time frame. In addition to falling to ensure that Sgnificant problems
are corrected, the Department isnot in dl cases providing timely documentation
of issues identified through on-site monitoring ingpections.  Further, they do not
have documented goals for timely issuance of monitoring reports. For example,
we found the Department did not complete and issue the monitoring report for the
May 1999 Denver County review until December 1999, seven months after the
review was completed. However, we found that the Department issued
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monitoring reports for Fisca Y ear 2000 on-site vidts to two other large counties
and one medium county within about two months after the reviews were
performed. While the Department provides verba feedback at exit conferences
with county staff, timely issuance of monitoring reports is epecidly important
because Department management indicate that their receipt deadline for county
corrective action plans is based on the date counties receive their monitoring
reports. By establishing and striving to meet gods for timely issuance of reports
and communicating these goals to counties, the Department can help ensure that
counties are aware of and correct problemsin atimely manner.

C TheDepartment did not requireDenver County tosubmit correctiveaction
plans for all problemsidentified in the monitoring report within 30 days of
receiving thereport. Wefound asof November 2000, Denver County had not
submitted a corrective action plan for three issues identified in the Department’s
monitoring report issued to the County in December 1999. Thus, not only was
there a seven-month delay between the Department’ s identification of problems
inMay 1999 and the report notifying Denver County in December 1999 of these
problems, but dmost ayear after issuing the report the Department had no forma
acknowledgment from Denver County as to how the County plans to address
three of these problems. Department management indicated that counties are
required to submit corrective action plans for dl deficiencies within 30 days of
recaiving the monitoring report. They further indicated that Denver County did
provide a corrective action plan for identified issues rdating to the County’s
payment error rate. However, the Department has not sanctioned Denver County
for not complying with the corrective action plan deadline for the other three
issues.

States Can Be Sanctioned for High Food Stamp
Error Rates

The purpose of the Department’ s oversight of county Food Stamp programsisto ensure
that Food Stamp benefitsare provided to appropriateindividual sand that state and federa
requirementsaremet. The Department’ sroleisimportant becausethefedera government
can issue financid sanctions againgt a state in which the payment error rate exceeds the
average error rate acrossal statesfor thesame period. Between federa Fiscal Y ear 1995
and 1999, Colorado’s error rate has risen from about 6.4 percent to over 9 percent, an
increase of over athird. Asindicated in the chart below, since federd Fisca Year 1995
the State’s error rate has been closer to the average nationa error rate, and in federa
Fisca Year 1998 the State's error rate was the same as the national average. If the
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State’ s error rate had been any higher infedera Fisca Y ear 1998, Colorado would have
received financid sanctions from the U.S. Department of Agriculture (USDA), which
oversees the Food Stamp program. The State' s error rate for federal Fisca Year 2000
has not yet been certified by USDA.

Colorado vs. National Food Stamp Error Rates

1095 E———
1996
1997
1998
1999
0%  2° 4 s 8” 10% 127

[ state Error Rate
[ ] National Error Rate

Sour ce; Office of the State Auditor analysis of datafrom the Department of Human Services.

Note: Yearsreported arein federal fiscal years. Error ratesreflect payment of Food Stamp benefits to
ineligibleindividuals and payment of incorrect benefit amounts. Rates are calculated on a
sample basis and certified by the federal government.

Department Food Stamp management have indicated that the State’ s error rate has been
sgnificantly impacted by the Department’ s effortstoward implementing Colorado Works,
the Stat€ s program for implementing federd Wefare Reform. The Department reports
it established apayment accuracy team, conducted statewidetraining, and began providing
quarterly payment error rate information to counties during Fisca Year 1999 to identify
and implement strategies for lowering the Statewide error rate.

While we acknowledge these efforts, the problems identified during our audit indicate the
need for the Department to strengthen its management eva uation review processto further
ensure error rates are addressed. It is especially important for the Department to ensure
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problems identified at Denver County are corrected because of the large impact the
County has on the State's Food Stamp payment error rate.

Recommendation No. 58:

The Department should enforce state and federal requirements for the Food Stamp
program as gppropriate, including:

a

Citing counties for dl ingtances of noncompliance with Food Stamp policies and
regulations in monitoring reportsissued on county Ste vists

Following up in atimely manner on instances of noncompliance, and imposing
sanctions as appropriate on counties that have ongoing problems and that do not
make good faith efforts to improve.

Documenting and adhering to goas for timely issuance of monitoring reports and
communicating these gods to counties.

Ensuring corrective action plans for al areas of noncompliance are received from
counties within 30 days of the issuance of the monitoring report.

Department of Human Services Response:

a. Agree. Program gaff will continue to use both the Management Evaluation

b.

C.

and error rate monitoring processes as vehicles for citation of performance
problems and ensuring compliance.

Agree. The Department will follow up on ingtances of noncompliance in a
timey manner. The Department will develop standards for impostion of
sanctions for countiesthat have ongoing problemsthat they do not make good
faith efforts to address. Program staff are working to determine acceptable
thresholds for sanctions regarding areas that are considered to be critical and
not for administrative deficiencies. The sanction process adready exigsfor an
error rate in excess of the nationd average.

Agree. The Program has established a goa of completing the monitoring
report within 30 days of the review for small counties and within 60 days for
large counties, and will communicate this god to counties through the agency
|etter process.
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d. Agree. A compliance action plan will continue to be required for dl critica
areas of noncompliance within 30 days of issuance of the Management
Evauationmonitoring report. The Programwill continueto require countiesto
submit their Corrective Action Plans for the error rate within 30 days. The
error rate for FFY 2000 is projected to be approximately 7.5 percent asthe
reduction strategies continue to improve the error rate.

Recommendation No. 59:

The Department of Human Services should update its EBT policies and procedures to
specify atime frame for the destruction of Electronic Benefits Transfer cards that have
been returned due to possible damage or mafunction.

Department of Human Services Response:

Agree. The Food Assgance Programs Divison will update the EBT
Adminidrative Training and Security Procedures Manud to reflect the daily
destruction of lost/stolen/damaged EBT cards.

Ensure ADAD SubrecipientsAre
Monitored

InFiscd Year 2000 the Department of Human Services expended approximately $597
millionin federd funding for morethan 70 federd grants. The Department passesthrough
much of this funding to other entities, or subrecipients, that administer the programson the
locd level. The Department’s main subrecipients are county governments, other
subrecipients include public and nonprofit entities such as menta hesth centers, area
agencies on aging, and acohol and drug abuse managed service organizations. Under
federal laws and regulations the Department, as the primary recipient, is responsible for
ensuring that subreci pientsmeet federa programrequirements. Theserequirementsinclude
using federd funds only for alowable expenditures, accuratdy determining whoisdigible
for benefits, and reporting program expenditures and performance.

The Field Audits Divison a the Department is respongble for specific aspects of the
Department of Humans Service's (DHS) subrecipient monitoring activities to ensure
federa compliance. As part of this, Fidd Audits performs on-ste monitoring vists and
reviews subrecipients annua independent audit reports. These audits are conducted in
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accordance with the federal Single Audit Act, which requires that auditors assess an
entity’ s compliance with federa requirements if the entity expends $300,000 or more in
federa fundsduring theyear. Field Auditsreviewsthereportsto identify questioned costs
or other compliance issues specified by the independent auditors. Field Audits is
responsble for working with subrecipients to ensure they develop and implement
corrective action plans to address any deficiencies noted in these audit reports.

We found that the Department adequately ensures that audit reports from counties and
mental hedlth centers are received, reviewed, and followed up on as needed. In Fiscal
Y ear 2000, counties aone accounted for gpproximately $418 million, or 70 percent, of
the total federal funds passed through to subrecipients by DHS. However, we found that
in Fisca Year 2000 the Department did not review annua independent audit reports for
three of four Managed Service Organizations (MSOs). These MSOs contract with the
Department’ s Alcohol and Drug Abuse Divison (ADAD) to provide trestment under the
federa Block Grantsfor Prevention and Treatment of Substance Abuse program (CFDA
#93.959). Thesethree M SOsreceived approximately $21.3 million of federa block grant
fundsin Federa Fiscal Year 2000, or about 94 percent of the total funds expended by
ADAD during that time. These three M SOs contracted with 37 drug and acohol abuse
trestment service providers during that time to provide services to about 199,000
individuds.

We noted in our Fisca Year 1996 and 1998 audits that the Department did not review
audit reports submitted by al ADAD subrecipients. If audit reports are not reviewed, the
Department lacksinformation about possible compliance problemsat thesubrecipient level
that need to be addressed. The Department should ensure that it meets requirements to
review the ADAD subrecipient audit reports every year.

Recommendation No. 60:

The Department of Human Services should perform reviews of annud independent audit
reports for al subrecipients as required under the federal Single Audit Act and follow up
on problemsidentified as necessary.

Department of Human Services Response:

Agree. We planto complete the desk reviews of the three MSOs' by December
31, 2000. We will prioritize workload schedules to ensure the desk reviews are
done in the future. We are dso working with ADAD to enhance monitoring
efforts through on-ste reviews of MSOs and are assisting with developing
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industry audit guidelines for MSOs to be published by the Department in the
Menta Hedlth Audit and Accounting Manud.

Strengthen Case M anagement and County
Monitoring Related to the Child Support
Enforcement Program

In Fiscal Year 2000 our office performed follow-up on recommendations included in a
June 1999 Office of the State Auditor performance audit of the State’'s Child Support
Enforcement Program (CFDA #93.563). When we performed our follow-up, we
continued to note concerns with the administration of the program. The purpose of CSE
isto collect child support obligations owed by absent parents, locate absent parents, and
establishpaternity. During Fiscal Y ear 2000 the Department of Human Servicesexpended
about $53.2 million in state and federd funds for the operation of the program.

Summarized below are recommendations 3 and 4 from the June 1999 report, the
Divison'sorigind responses, the Divison's discussion of actions it has taken to address
the recommendations, our evaluation of those actions, and a discussion of the tasks that
aredill outstanding. For moreinformation on the June 1999 performance audit, seeChild
Support Enforcement, Department of Human Services, Report No. 1122.

| mprove Case M anagement

During the 1999 audit we reviewed agtatisticaly valid sample of 407 child support cases.
We found problemsin 80 (20 percent) of the cases, ranging from inaccurate dataentry to
lack of required enforcement efforts. Some problems resulted in incorrect enforcement
actions, including collection of the wrong amounts from non-custodia parents. In other
cases, enforcement actionswerenot carried out properly and the need to correct problems
diverted staff from other important duties.

Recommendation No. 61:

The Divison of Child Support Enforcement should ensure appropriate actions are taken
on child support cases by:
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a. Reviewing exigting casdoads to identify cases that have gone for long periods of
time with no activity to determine appropriate diposition.

b. Developing an agency letter on the use of monitoring tools, such as caendar
reviews.

c. Providing additiond training on casdl oad management, including calendar reviews.

Division of Child Support Enforcement Response
(June 1999).

a

Agree. Duringthetimeperiod of August 1999 through July 2000, the Division
will request that counties review their casesto determineif any can be closed
using the revised federa case closure criteriaand to ensure that al cases are
inthe proper category on the Automated Child Support Enforcement System
(ACSES). The Divison agressthat al child support cases must begiventhe
attention needed to maximize the chances of collecting child support.

Agree. By December 31, 1999, the Division will produce an agency letter
providing countiesingruction on the use of monitoring toolsincluding calendar
reviews.

Agree.  The ACSES provides dl information to support casdoad
management. During the time period of August 1999 through July 2000, the
divison will train counties on the efficient use of these mechanisms:

C Management reports
C Cadendar review messages
C Locate response information

Implementation Date:  July 2000.

Division of Child Support Enforcement Update (May
2000):

In progress.
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The Dividon:

* Conducted dtatewide training to ingtruct counties on reviewing their
caseloads to ensure that all cases are in the proper case category and to
take the next gppropriate action on al cases that have gone for long
periods of time without activity.

*  WIll draft and disseminate an agency letter advisng counties of dl
monitoring tools available and how to use the tools.

* Trained counties on how to use ACSES reports to manage casel oads,
how to effectively use locate response information; how to use ACSES
triggers to prioritize daly workload;, what effect good casdoad
management will have on performance measures, content of OCSE-157
and how staff performance is reflected and reported nationwide.

» Researched whether resources are availableto provide additiona on-line
and new worker training classes to county staff. The Divison concluded
that resources were not available.

Office of the State Auditor’s Evaluation of Actions
Taken (May 2000):

The Divison developed a report that identifies cases that have gone for 90
consecutive dayswith no activity. The countieshave beeningructedtoreview
the cases identified in this report to determine their appropriate disposition.
According to the Division, it plans to develop and distribute this report to
counties on a quarterly basis. The Divison aso conducted training for the
counties on overall casdoad management, including casdoad review and
monitoring tools, such as cadendar reviews. At the time of our review,
however, the Divison had not yet completed the agency letter advising
counties of al monitoring tools available and how to use the tools. The
Divison ill needs to complete the agency letter on monitoring tools and
monitor cases identified in the report described above to ensurethat counties
have reviewed the cases and taken the gppropriate action.
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Division of Child Support Enforcement Update
(December 2000):

The Divison completed the agency letter advising counties of dl monitoring tools
avalable and how to usethetools. The Divison forwarded Agency Letter (CSE-
00-9-P) dong with acomplete Procedure (#CSE 2.5) to counties on August 29,
2000.

Ensure Counties Comply With Regulations

In our 1999 audit we found numerous instances of counties not complying with state and
federa child support regulations. These problemsincluded 8 casesin which thedatainthe
State’ s automated system were not accurate and 70 casesin which counties did not meet
the federa time requirements for specific child support enforcement actions. Data need
to be accurate for the appropriate actionsto be taken. Timeliness of actionstakenisaso
important. For example, opening a case by establishing a case record and entering
relevant information into the automated system isthefirst step in the child support process.
If this action is not completed in a timely manner, the remainder of the process will be
unduly delayed. The Divison has recognized that some counties struggle to comply with
the state and federd requirements.

Recommendation No. 62:

The Divison of Child Support Enforcement should continue to work with the counties that
are not in compliance with state child support regulations, including those on documenting
cases. It should impose sanctions on those counties that have ongoing problems with
compliance and that do not make good faith efforts to improve.

Division of Child Support Enforcement Response
(June 1999).

Agree. TheDivisoniscommitted toimproving complianceratesand will continue
to work with counties to improve compliance and performance, including
documentation of cases. Recent federa regulations require that states conduct
their own child support program self-assessment. The Divison embraced these
new regulations and developed a comprehensive 1V-D evauation process to:
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assess county compliance and performance; take corrective action to improve
appropriate areas; and to monitor ongoing county compliance and performance
levels. Asapart of this county assessment, the Divison will impose pendties as
necessary pursuant to Staff Manua Volume 6, Section 6.140, for counties who
do not make good faith effortsto improve their compliance with federa and state
datutes, rules and regulations.

Implementation Date:  July 1999.

Division of Child Support Enforcement Update (M ay
2000):

Implemented.

The Division has continued to refine the sel ection processfor Root Cause Andysis
to focus on counties where the state can achieve Sgnificant gainsin performance.

Office of the State Auditor’s Evaluation of Actions
Taken (May 2000):

This recommendation has not been implemented. While the Divison has
attempted to further refine the selection process for Root Cause Andysis (atool
for evauating county performance), the Divison has not demongtrated continued
ongoing efforts to work with counties to achieve compliance with state child
support regulations.

Division of Child Support Enforcement Update
(December 2000):

The Divison completed a thorough anadlysis and review of the tools used to
monitor county performance. Included in the analyss was a review of the
sdlection process for Root Cause Andysis (a tool for evauating county
performance). Upon the recommendation of the Evauation Subcommittee and
with the gpprova of the IV-D Task Force, the Division refined the Root Cause
Andyss processto look at performance areasrather than geographic aress. This
change will be implemented effective January 1, 2001.
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Mental Health Services

The State hasaunified menta health system under which eight Mental Health Assessment
and Service Agencies (MHASAS) provide menta hedth servicesto dl Medicaid digibles
within the MHASA' s geographic service area. Please refer to page 69 in the Financia
Statement Findings section for additiona background information.

The following comment was addressed in the May 2000 People With Developmental
Disabilities Performance Audit report.

Eliminate Duplicate Funding Streams and
Clarify Funding Streamsfor MHASAsand
the Regional Centers

The Medicaid program makes capitated paymentsto MHASAs on behdf of al Medicaid
digibleseach month. Capitated paymentsfor peoplewith developmenta disabilitiesrange
between $26 and $75 per person per month, depending on the area of the State. These
payments are sgnificant. In addition to these capitated payments, four CCBs, three
Regiond Centers, and the Devel opmentd Disabilities Services Section (DDS) spent funds
on services provided by menta hedth professionas outside of the capitated menta hedlth
system for the people in our sample area.

CCBsarepurchasing servicesouts de of the menta hedth system because they are unable
to get adequate servicefrom MHASAS. Further, thethree Regiond Centersprovidetheir
own menta hedth servicesfor about 400 people, each of whom iseligiblefor menta hedth
servicesthrough the menta hedth system. The Department must address duplicate funding
dreams for the menta hedth sysem and the Regiond Centers. Please refer to
RecommendationNo. 16 in the Financid Statement Findings section for additiona details,
our recommendation, and the Department’ s response.
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Department of Public Health and
Environment

| ntr oduction

The Department of Public Hedlth and Environment is authorized by Section 24-1-119(1),
C.R.S. The Department is responsible for monitoring environmenta qudity, assuring the
quality of hedth services, and maintaining hedth datafor the State. The mission statement
states that the Department is "committed to protecting and preserving the hedth and
environment of the people of Colorado.” The 11 mgor divisons are asfollows:

* Hedth Fadilities

» Emergency Medica Services and Prevention
»  Diseases Control and Environmenta Epidemiology
»  Family and Community Hedlth Services

* Hedth Statigicsand Vitd Records

* Air Pallution Control

*  Water Quality Control

» Hazardous Materids and Waste Management
» Consumer Protection

» Laboratory and Radiation Services

e Adminidrative Services

For Fiscd Y ear 2000 the Department had an operating budget totaling in excess of $226
million. This budget supports 1,064.2 full-time equivadent saff (FTE).

The public accounting firm of Clifton Gunderson LLC, performed the audit work of the
Nursng Fecility Quaity of Care. The following comments were addressed in the
September 2000 Nursing Facility Quality of Care Performance Audit report.

Oversight of Nursing Facility Quality of
Care

To promote qudity of care at nurang facilities, the Generd Assembly established the
Qudity Care Incentive Payment program (QCIP) in 1994. The purpose of the QCIP
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programisto providefinancid incentivesto nursing facilitiesfor ddivering high-qudity care.
The State paid about $4.4 million in state and federd Medicaid funds to nurang fadilities
for QCIP incentive payments during Fiscal Year 2000. Of thisamount, $1.3 million was
alocated to nurang facilities based on a single quality of care measure—deficiencies
identified through federadly mandated certification surveys and complaint investigations
conducted by the Hedth Care Facilities Divison (Divison) a the Department of Public
Hedth and Environment.

Quality of Care Monitoring Activities

One of the primary waysthe Division overseesqudity of careat nursing facilitiesisthrough
invedigations, termed “surveys” mandated by the federd Hedth Care Financing
Adminigration (HCFA). All 224 Colorado nursing facilities that participate in either the
federd Medicaid or Medicare programs receive unannounced surveys by the Divison a
least once every 15 months. Interdisciplinary survey teams, primarily composed of
registered nurses, dietitians, therapists, and socid workers, assess whether the qudlity of
care provided at the facility complies with federa regulations.

In addition to conducting surveys, the Divison investigates complaints and occurrences.
Complaintsmay bedleged by anyone, but occurrencesareincidents, such aspatient abuse
or serious injury, that are self-reported by the nuraing facility. All investigations, whether
resulting from surveys, complaints, or occurrences, may identify deficient practicesthat can
adversdly impact quality of care. Deficient practices are categorized by 196 deficiency
“tag” numbers, and coded for scope and severity. Scope and severity codes determine
the actions nursing facilities must take to remedy a deficiency and dso establish the
sanction that will be imposed. Scope and severity codes are displayed in the following
chart:
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Scope and Severity Codes for
Medicare and Medicaid Compliance

Deficiencies

Severity of Scope

Def|C|ency Isolated | Pattern | Widespread
Actual or Potential for
Death or Serious J K L
Injury
Other Actual Harm G H I
Potential for More D E F
Than Minimal Harm
Potential for Minimal A B C
Harm
(Substantial
Compliance)

Sour ce: Federal Health Care Financing Administration.

Fadilities with A, B, or C deficiencies are in substantia compliance and no remedy or
sanctionisassgned. Deficiencies coded D through L become progressively more serious
and subject facilities to remedia actions and sanctions.

Federal regulationsrequire the Divison to follow up promptly on al deficiencies cited that
are coded B or greater. Follow-up entails either an on-site or paper review. The nursing
facility must submit a plan of correction, and the Divison must resurvey the facility within
90 days or the facility will be denied payments for new Medicare and Medicaid patient
admissons. If thedeficiency hasnot been corrected, the deficiency iscited again and more
gringent sanctions may be imposed. Deficiencies, scope and severity codes, sanctions,
and resurvey results are al reported to the public on the Divison's Web site,

Quality of Carelssuesat Nursing Facilities

As we have discussed, deficiencies cited through certification surveys and complaint
invedigations are the primary way the Division measures and assesses qudity of care at
nursing facilities. Additiondly, these investigations form the basis for $1.3 million in
incentive payments for QCIP, the State’ sfinancid incentive program for nursaing facilities.
We reviewed the Divison's oversght of nurang facility quaity as monitored through
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certification surveys and complaint and occurrence investigations. Our audit included
review of data from severa sources:

*  Wecompared survey deficienciesidentified by Divison surveyorswith deficiencies
identified by HCFA surveyors.

*  Weusad the expertise of nurse consultantsto observethe effectiveness of Divison
surveyorsin identifying quality of care issues during surveys.

*  We compared survey deficiencies in Colorado with regiond and nationa data.

We found that, in generd, the Divison is conducting surveys and complaint investigations
in accordance with the protocols set forth by HCFA. Additiondly, the Divison makes
detalled information on the results of theseinvestigations available to the public through its
Web ste. We commend the Division for the vaue of the public information maintained on
its Web ste.

We dso noted qudity of care concernsat nuraing facilities. The Divison needstoimprove
its surveys to better identify quality issues at nursing facilities, as discussed below.

Deficiencies Cited by HCFA Surveyors

HCFA provides oversght of the Divison's survey process by conducting comparative
aurveys (where HCFA resurveys the nursing facility within 60 days of the Divison's
survey). We reviewed these surveys as one indicator of the Divison's effectiveness in
identifying quality of careissues. HCFA conducted four comparative surveysin Colorado
between February of 1999 and March of 2000. These surveyswere conducted between
12 and 32 days dfter the Divison’s surveys, depending on the nuraing facility. We found
that HCFA surveyors cited eight times the deficiencies that Divison surveyors did. In
contrast, HCFA cited about two times the deficiencies as surveyorsin other Region VII|
states (HCFA Region VIl dates include Colorado, Montana, North Dakota, South
Dakota, Utah, and Wyoming). For three Colorado facilitieswith atota of 49 deficiencies,
HCFA determined that 28 deficiencieswould have been present when Divison surveyors
wereon-gte. Further, of 73 deficienciesidentified by HCFA surveyors, 15 related directly
to quality of care standards, including pressure sores, nutrition, and hazards for residents.
These comparative surveysra se questions about the effectivenessof the Divison' ssurveys
in uncovering qudity of care concerns at Colorado nuraing facilities.
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On-Site Reviews

We contracted with three registered nurse consultants to conduct on-site evaluations of
two surveys conducted by Divison surveyors and to review 25 completed survey files.
Our consultants, with 30 cumulative years of experience reviewing qudity of care issues,
meade the following observations:

Divisionsurveyor sdid not identify asignificant medical treatment issuefor
investigation at one nursing facility. Our review determined that therewasa
qudity of careissue related to the nuraing facility’s treatment of pressure sores.
Pressure sores were observed on more than one resdent. In one instance, the
pressure sores developed during the resdent’ s Say at the facility and progressed
to wet gangrene. The resdent had to have hisfoot amputated. Divison surveyors
did not investigate pressure sores during the survey until our nurse consultants
brought these concerns to the survey team's atention. A deficiency was
subsequently cited. At another facility, we observed that Divison surveyors did
not follow HCFA investigative protocols for three pressure sores identified on a
resident.

Division surveyors did not appropriately assign scope and severity to a
housek eeping and maintenancedeficiency at onefacility. Divison surveyors
noted numerous problems with dirt and grime throughout the facility. The
surveyors assgned a scope and severity of “E” (a “pattern” of incidents with
potentia for morethan minima harm). Our nurse consultantswould have assgned
a scope and severity of “F’ (“widespread” problem with potential for more than
minima harm) because the problem was evident in 48 of 75 rooms, 3 of 4 dining
rooms, and 5 of 5unitsat thisfacility. An“F’ sanctionissgnificantly more serious
than an “E’ sanction, Snce more severe pendties may be imposed.

Division surveyors overlooked problems with administering pain
medication at one facility. During the survey a one facility, our nurse
consultants observed a resdent who was exposed and in substantia pain. The
resdent had a doctor’s order for pain medication each hour as needed, but the
resdent had not recalved hispain medication for at least fivehours. TheDivison's
surveyor noted that the resi dent was exposed, but did not observethat the resident
was in pain and had not recaived hispain medication. Although the Divison cited
a dignity deficiency, no focused review or investigation of pain control occurred
during the survey. Additional focused review may have resulted in citing a

deficiency.
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» Divison surveyorsdid not thoroughly investigate infection control issues
at one nursing facility. During theinitid tour of the facility Divison surveyors
noted catheters hanging in one resident room with the tips exposed and lying on
the floor. The exposed catheters should have raised an issue about the facility’s
commitment to infection control; however, Divison surveyors did not investigate
this issue further. The Divison cited infection control as an “A,” indicating
subgtantiad compliance.  The Divison could have subgtantisted a scope and
seveity of “D” if surveyors had conducted the investigation as warranted by the
circumstances.

» Divisionsurveyorsdid not consistently comply with HCFA documentation
requirements. Our survey observations noted that Divison surveyors filed
incomplete forms, did not record the number of required resident interviews on
sampling forms as required by HCFA, and modified the sample size without
documenting the rationde. During our review of 25 completed survey files, we
noted that 14 of 25 files contained incomplete forms required by HCFA and 5 of
25 files contained a least one missing document. Of 25files, 11 Resident Review
Worksheets were not completed as required by HCFA regulations. Resident
reviews are critical because they often uncover problems with quality of care.
Complete documents are important for supervisory review, to substantiate
deficiencies, and to withstand scrutiny upon appedl.

Our review of HCFA comparative reportsreveaed that HCFA surveyorsidentified some
of these sameissuesduring their surveysat different nursing facilities. For ingance, HCFA
aso raised issues concerning pressure sores in prior surveys. In each instance, HCFA
surveyors cited deficiencies when Divison surveyors did not.

Deficiencies Cited in Colorado and Other States
Regionally and Nationally

We compared deficiencies cited during surveysin Colorado with federa dataavailable a
nationa and regiond levels (HCFA Region VI statesinclude Colorado, Montana, North
Dakota, South Dakota, Utah, and Wyoming). We found that during the past three years
the Divison' ssurveyorshaveidentified, on average, 51 and 36 percent fewer deficiencies,
repectively, than other states nationaly and regionaly. Deficiencies cited for the past
three years are shown in the following graph.
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Average Number of Deficiencies
1997 to 1999
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Source: American Health Care Association’ sNursing Facilities' Deficiency Report.

Fromthese data.one could concludethat Colorado’ snursing facilitiesare providing higher-
quality carethan other satesnationdly or in Region VI11. However, when thisinformation
is viewed dong with the data aready presented in this report, this raises questions about
Colorado’s oversght of quality of care through surveys.

We dso found that, on average, 35 percent of Colorado facilities were not cited with any
deficiencies during the past three years. In contrast, an average of 23 and 20 percent of
fadilities, respectively, in Region VI and nationdly were not cited with any deficiencies.
These data are presented in the following graph.
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Facilities Without Deficiency Citations
1997 to 1999

45%

40% — [ ]

35%
. 30% B NATIONAL
§25% [ 1| EHCFA REGION VIII
8 20% - ] B | OcoLorADO
& 159 - - - =

10% - || || n

5% - - - -

0% T T

1997 1998 1999

State Fiscal Year (July 1to June 30)

Source: American Health Care Association'sNursing Facilities' Deficiency Report.

Further, we found that Colorado cites deficiencies with an average lower severity than
other dtates nationaly and regiondly. For example, substantialy fewer facilities in
Colorado receive deficiencies coded with ascope and severity of “F” or higher. A facility
cited with adeficiency of “F’ or higher will be subject to more serious sanctions, including
monetary pendties, than afacility cited with deficienciescoded a D or E. The percentage
of deficienciescoded at “F’ or higher in Colorado, Region V111, and nationdly isdisplayed
in the following chart.
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Comparison of Scope and Severity Ratings
Colorado, Region VIII, and U.S.
Federal Fiscal Year 1999

Scope and
Severity Colorado Region VIII United States

A through E 93% 83% 82%

F through L 7% 17% 18%

Sour ce: American Hedlth Care Association’s Nursing Facilities
Deficiency Report.

The chart shows that, during 1999, about 7 percent of the deficiencies cited in Colorado
had a scope and severity of F or greater and 93 percent had a scope and severity of E or
less. In contrast, about 18 percent of the deficiencies cited nationaly during 1999 had a
scope and severity of F or greater and about 82 percent had a scope and severity of E or
less.

These graphs and charts show that Colorado isan outlier in terms of both the number and
scope and severity of deficiencies cited. Again, these data rai se questions about whether
the Divisons surveyors are effectively uncovering qudity of care issues a Colorado
nursng facilities

Increased Training and Supervision Are Needed

The importance of citing a deficiency, when supported by adequate evidence, cannot be
overstated. Federd rules require that dl deficiencies of B or greater result in a plan of
correction. The plan of correction must be submitted by the nursing facility within 10
cdendar days. Additiondly, federd rulesrequire the Divison to resurvey any facility with
adefidency of G or greater. Thefacility must be in subgtantia compliance within 90 days
or thefacility will be denied payment for new Medicaid and Medicare patient admissons.
The resurvey is focused on reviewing the issues that led to citing the deficiency. If the
deficiency is cited again, sanctions may be imposed by the federd government.

The Divison resurveys dl facilities with a deficiency of B or greater within 90 days. For
asample of 19 nurang facilitieswith deficienciescited a B or greeter, wefound that al 19
fadilities submitted required plans of correction within specified time frames. Resurveys
aso occurred within 90 days as required by federd rules. In each ingtance, the
deficiencies were corrected and no further deficiencies were cited.
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Since deficiency citing is key to ensuring nursing facilities correct quality of careissues, it
iscritica that Divison surveyors identify and thoroughly investigate potentid deficiencies
and cite and code them appropriately. The Divison can improve its deficiency citing as
explained below.

Firgt, we identified a need for increased teambuilding for Divison surveyors. HCFA
requires a multidisciplinary compostion for dl survey teams nationwide. Survey teams
mustinclude professondsfrommultipledisciplines, such asdietitians, therapists, and socia
workers, in addition to nurses. The Divison's survey teams are compaosed of the mix of
professionds required by the federd government. However, multidisciplinary teams need
grong teambuilding skills to operate effectivdly. Through increased training and
teambuilding, the Divison can ensurethat al survey team members have an awareness of
clinical issues and can gppropriady identify quality of care concerns.

Second, we noted a need for increased training. The Divison reports problemswith saff
turnover. As the Divison hires new gtaff to replace those who leave, fewer gaff have
experience conducting surveys. Our review of aff experience confirmsthisfact. Of 23
nurang facility surveyors who spend most of their time on-Ste a fadilities, over hdf have
three years or less experience, and 26 percent have one year or lessexperience. Divison
deff report that these newer staff have not had the same training opportunities as more
experienced Saff. For example, the Division developed atraining program oninvestigative
protocolsthat it presented to its own surveyors and to other states nationaly. It reports
that three of its nurang facility surveyors have not yet had thistraining. The Divison is
currently revisng thistraining and will providethetraining to these surveyorswhen revisons
are complete.

Third, Divison staff report that more structured observations by supervisors while teams
are on-gite are needed. According to the Division, for 227 surveys conducted during
Fiscal Year 2000, about 12 had structured observations by supervisors. The Division
plans to use HCFA surveys, qudity indicators, and informal reviews of completed surveys
to identify issues that need to be observed and reviewed while teams are on-ste.
Additiondly, the Divison plans to increase the number of on-dte survey observations
completed by supervisors.

Recommendation No. 63:

We recommend the Hedlth Facilities Divison increase focus on quality of care and
deficiency citing through certification surveys. This should include:
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a. Traning to enhance cross-disciplinary understanding, focusng on investigative
protocol s, scope and severity ratings, deficiency tag assgnments, and resdent risks
observable through interviews, patient records, facility records, and facility
Ingpections.

b. Structured on-gite review by supervisors of survey team activities.

c. Teambuilding techniques to ensure timely communication occurs throughout the
SUrvey process.

Health Facilities Division Response:

Agree. The Divison is committed to improving its focus on qudity of care and
deficiency citing and will increase surveyor training, on-site supervison, and
teambuilding. The Divison has hired a Clinical Nurse Fidd Manager to provide
additional on-gte supervison of survey teams and is scheduling a gerontologica
nursing assessment training for al surveyors and supervisors.

Although we agree with the auditors recommendation, we disagree with the report
text in the following areas. Firdt, we disagree with the assumption that HCFA
comparative survey results are comparable to the surveys done by the Divison.
HCFA comparative surveys are completed at different times and with more
resources than those available for state agency use. Other states have raised
concerns about HCFA comparative surveys and HCFA indicates it will be
implementing a state apped s process in the future. Second, we disagree with the
consultants on-Siteobservations. Our disagreement isbased on differencesin how
we perceive thefactsand on differencesin professiona opinion. For example, our
survey team identified pressure sores as a potentia problem prior to entering the
fadility, rather than in response to the consultants comments. Findly, we disagree
with the assumption that a smple comparison of the number of deficiencies in
Colorado and other states is valid. This comparison does not recognize that
legitimate factors such as Medicaid reimbursement rates, Sete licensure laws and
regulations, consumer information, and the involvement of the state's ombudsman
program may cause variances from dtate to state.

These disagreements, however, do not diminish the Divison's agreement with the
recommendation.
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Conflict of Interest Statements

The federd government requires dl Divison surveyors to complete a conflict of interest
gatement to maintaintheintegrity of surveysandinvestigations. The purposeof the conflict
of interest statement is to identify any relationships between Divison employees and a
nuraing facility that would impact the objectivity or credibility of asurvey or investigation.
We reviewed the Divison's conflict of interest statements and identified the following
problems.

» Some conflict of interest statementsweremissing or outdated. Of asample
of 10 employees, the Divison could not find conflict of interest statements for 2
people. Additiondly, conflict of interest statements for two employees had not
been updated since 1995. If conflict of interest Satements are missing or out of
date, the Divison may not be aware of relationships between surveyorsand nursing
facilities that could jeopardize the outcome of a survey or investigation.

» The supervisor who staffsand schedules surveysdoesnot maintain alist of
potential staff conflicts of interest. As a result, the supervisor could
inadvertently assign staff to a survey or investigation who may have a business or
personal rdationship with nursaing facility saff. This could compromise the outcome
of the invedtigation & thet nursing facility.

» Conflict of inter est statementsdo not requireemployeesto certify that they
have not accepted payments or gifts from nursing facilities or related
parties. Agan, thisinformation isimportant for ensuring that Divison Saff observe
ethica behavior and maintain the objectivity and credibility of the Divison's
overgght of nursng fadilities

Recommendation No. 64:

The Hedlth Facilities Division should improveits oversght of employee conflicts of interest
by requiring dl staff to complete and update their conflict of interest statements annudly.
Divison supervisors should review these statements and consider conflicts of interest
before assgning aff to surveys or investigations. The Divison should modify its conflict
of interest satements to require each employee to certify that he or she has not accepted
payments or gifts from any nursing facilities or their related parties.
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Health Facilities Division Response:

Agree. The Division has asked its employees to complete a current conflict of
interest form and has digtributed information reminding employees of its conflict of
interest policies. Theformswill be updated at least annually and as necessary when
changes occur. In addition, employee conflict of interest information will be
incorporated inthe Divison’ sdatasystemwhereit will be accessibleto supervisors.
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Department of Public Safety

Division of Criminal Justice

The Department of Public Safety is respongble for providing a safe environment for the
citizens of Colorado. Within the Department, the Divison of Criminad Justiceisresponsible
for improving the adminigtration of the crimind judtice sysem in Colorado. Please refer
to page 93 in the Financid Statement Findings section for additiona background
information.

Salaries Charged to Federal Grants Should Be
Properly Supported

Many dtaff within the Division spend their time working on severd federd programs. We
found that the Divison does not maintain actua time records that would adlow it to
accurately alocate time spent on each federa program. Please refer to Recommendation
No. 27 in the Financid Statement Findings section for additiona detalls, our
recommendation, and the Divison’s response.

Byrne Formula Grant Program

The Byrne Formula Grant, administered by the Divison, isone of the largest sources of
non-operating law enforcement moniesfor systemsand programimprovementsthroughout
the State. Federd law ligts 26 different purposes that Byrne Formula Grant monies may
be used for, such as a variety of anti-drug efforts induding multi-jurisdictiona task force
programs, career criminal prosecution programs, and programstoimprovethecrimina and
juvenile justice system's response to domestic and family violence. At least 5 percent is
required to fund crimind higory improvement projects.  Priority is given to
multijurisdictiond task forces and crimina history improvement projects. An average of
about $7.4 million is awarded annudly to the Division.
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Maintain Compliance With the Cash M anagement
| mprovement Act

The Cash Management Improvement Act (CMIA) regulatesthetransfer of funds between
federd and state agencies for federal grants. This is implemented through an agreement
between the U. S. and State Treasury (Agreement). The Agreement requires that the
Divison request funding so that payment vouchers are reimbursed by federa funds five
days after issue. Indirect costs of administering the grants are required to be recovered
proportionaly with each drawdownrequest. TheDivison'sByrneFormulaGrant Program
and Violent Offender Program, which provides funds to expand and build facilities for
vidlent offenders, is subject to the Agreement. During our Fisca Year 2000 audit we
found that the Divison is not in compliance with the Agreement.

We discovered that the Divison is drawing down funds about once amonth. The amount
drawn isbased on expendituresincurred and expected expendituresthrough theend of the
month. For the Byrne Program, our testing of the drawdown in the months of March and
May predominantly showed that the State |ost interest by not drawing funds soon enough,
but aso noted instancesin which fundswere drawn before the expenditureswereincurred.
For the months tested the State lost gpproximately $6,000 in interest. For the Violent
Offender Program the only drawdown wasdonein Junefor reimbursement of expenditures
occurring throughout the entire fiscal year.

Our audit showed that reimbursements for indirect costs are not being requested
gopropriately. Indirect costs are those codts that cannot be directly related to the
adminidration of a specific program.  For example, the expenses of operating the
Executive Director’ s Office benefit the Division asawhole, but do not usudly rdaeto a
gpecific federal program. However, apercentage of theseindirect costs may berequested
and paid for through federa programs. The indirect costs must be requested
proportiondly in each drawdown. For the Byrne program, instead of drawing down a
portionof theindirect costsin each request, the Division claimed atota of $29,087 ontwo
separate occasions. The Violent Offender Program had $1,000 in indirect costs charged
on onerequest. Although this only resulted in less than $10 in interest costs to the State,
this method of indirect cost reimbursement does not meet regulatory requirements.

Cash management procedures ensure that drawdowns are made according to the
Agreement and indirect cogts are properly included in the requests. The Division may be
incurring afederd interest ligbility or cause aloss of interest earningsto the State by failing
to comply with the Agreement.
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Recommendation No. 65:

The Divison of Crimina Justice should ensure compliance with the Cash Management
Improvement Act by:

a.  Making draws in accordance with the Agreement.

b. Including indirect costs proportionately in each drawdown.

Division of Criminal Justice Response:

Agree. The Divison will work with the State Treasurer's Office to develop an
implementation plan for procedures whichwill bring then into compliancewith the
Cash Management Improvement Act and the U. S. Treasury - State Agreement.
The estimated implementation date is December 31, 2001.

Evaluate Site Visit Plan for Subgrantees

The Divison is required to subgrant 60 percent of the Byrne Formula Grant Program to
local entities. On top of this, subgrants are aso made to other state agencies. There are
between 70 and 90 subgrantees each year, sharing inthe 1999 award of $7.5 million. The
average award under the 1999 grant was $148,464. OMB Circular A-133 requiresthat
the State monitor subgrantees to ensure that federal funds are being spent according to
their mandated purposes. Thisrequirement ismet through areview of subgrantee’ sSingle
Audit Reports. Although compliancewith OMB Circular A-133 has been achieved, the
Divison was unable to follow itsinterna policy regarding ste vidts due to saffing issues.

Theinternd policy statesthat Ste vigts will be conducted when specific issues are noted,
will be chosen based on thelevel of funding granted, and will be selected based on various
other criteria.  In addition, it stated in its Strategic Plan, which is part of the gpplication
package for the grant, that it will conduct Site visits to enable staff to describe the project
comprehendvely, discuss the impact of the project on the community, and provide
technica assstance to subgrantees. The Divison performed Stevistsduring the last two
weeks of the fisca year.
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Six subgrantees were visited. At this rate it would take about 15 years to visit each
subgrantee. Thetypical time period for the grantsisfour years. With such coverage many
subgrantees would not receive any Ste vigts, which is not consstent with the Divison's
internd policies. We found that only two of the six visits were for dollar amounts
exceeding the average grant award.

The Divison should develop a schedule of ste vidts that will dlow it to meet its internd
policies. Currently the extent of dite vists performed violates departmenta policy and
conflicts with the Strategic Plan submitted to the federal government.

Recommendation No. 66:

The Divison of Crimina Justice should develop a scheduleto satisfy the objectives stated
in the Strategic Plan aswdl asinitsinternd policies.

Division of Criminal Justice Response:

Agree. TheDivison has developed an accelerated schedule in order to complete
the Site vidts that were not conducted as a result of the loss of three grant
managers, including the manager of the unit, within a four-month period during
Fisca Year 1998 - 1999. Replacement personnel are in place and grant
monitoring training has been completed. The aggressive schedule aready is on
track to bring the unit into full compliance with the Divison's policy within one
year. Thiswasimplemented in July 2000.

Accurately Compile Financial Status Reports

An SF-269 Financid Status Report must be filed with the federa Bureau of Justice
Assigtance every quarter. Thereport containsfedera expenditures, state and/or matched
expenditures, and remaining balancesfor theindividua grant programs. During our Fiscal
Y ear 2000 audit we noted the following problems in the preparation of thisreport for the
Byrne Formula Grant Program:

* Program incomeis not reported accurately. Program incomeisearnedin a
variety of ways incuding through the sdle of seized property by subgrantees. The
expenditure of the program income s reported to the State and by the State to the
federal government when the assets have been liquidated into cash.  Theincome
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must be spent for program purposes, but commonly is not expended until the
subsequent year pending the decision of the subgrantee's loca board on exactly
how to alocate the income. If the income was earned under the 1999 grant, the
related expenditures must be reported againgt the 1999 grant, even though they
may not have occurredin Fisca Y ear 2000. Wefound that subgranteesreporting
expendituresof program incomein theyear in which they occurred, not againgt the
grant that the income was earned under. As a result, the Division is manualy
dlocating portions of program expendituresamongst grant years. Inoneinstance,
because program expenditures were reported incorrectly, reports showed that
they spent more program income than they earned for their 1999 grant by
$13,362. We found five out of nine ingtances where the Division hed to dlocate
income between grant years because the subgrantee reported the program
expenditures incorrectly.

Administrative expenditures for the match portion of the grant are not
reported in atimely manner on the Financial Status Report. Although the
Financid Status Report isbased on the grant system and reconciled monthly to the
State's accounting system, the adminigtrative expenditures for the cash match
portion of the grant are not always updated oninterna grant charts. Theinterna
grant charts are the basis for the preparation of the Financid Status Report. We
found two out of three instances where a totd of $120,214 was not reported
timdy on the Financid Status Report because the internd reports were not
updated.

Unliquidated obligations are not properly reported. The report shows
unliquidated obligations for both the federa and the State and loca 25 percent
meatching portion. For the federa portion, the Division reports the amount of
subgrants outstanding or for which expenditures are ftill expected. However, the
Divison has dways shown $0 for the State and locad matching portion. In the
grant status report for the quarter ending December 31, 1999, the unliquidated
portion for the State and loca percent match amounted to $3.5 million. When
subgrants are made, the match isaso obligated, and portions not yet spent should
be reported consstently with the federa portion as unliquidated obligations.

Any ingtance of inaccurate reporting of program income, administrative expenses, or
unliquidated obligations by subgrantees needs to be addressed by the Divison through
improving report forms and instructions. Incorrect and inaccurate reports may ultimetey
jeopardize federd funding.
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Recommendation No. 67:

The Divison of Crimind Justice should develop procedures for preparing its federa
Financia Status Reports that require:

a. Didinct reporting of program income by grant year.
b. Current data on administrative expenditures be reported.

c. Reporting of the unobligated liquidations for the matching portion of the grant to
maintain consstency with the federal unobligated portion.

Division of Criminal Justice Response:

Agree. The Divison will work with grant managers and modify report formsand
indructions to ensure accurate reports to the federal government by January 1,
2001.




199

Office of the State Treasurer

| ntroduction

The Officeof the State Treasurer isestablished by the State Congtitution and isresponsible
for efficiently managing the Stateésmonies. The Officed so managesthe Statesinvestments
and implements and monitors the State's cash management procedures. Please refer to
page 113 in the Financia Statement Findings section for additionad background
information.

Cash Management | mprovement Act

The Cash Management Improvement Act (CMIA) regulatesthetransfer of funds between
federa and state agencies for federa grants. The CMIA regulations require the State to
match the time between incurring expenditures of federal funds and requesting and
receiving reimbursement. States are required to enter into a Treasury - State Agreement
(Agreement) with the U. S. Treasury. This Agreement specifies the procedures that the
State will follow to carry out transfers of funds.

The State hasjust completed thefirst year of anew Agreement. The Agreement lagsfive
years (until Fisca Y ear 2004) and may be modified by ether party. InFisca Y ear 2000
there were 34 federa programs covered by CMIA at the Departments of Education,
Hedth Care Policy and Financing, Human Services, Labor and Employment, Loca
Affars, Public Hedth and Environment, Public Safety, and Transportation. These
programs had expenditures of more than $2 billion in Fisca Y ear 2000.

Each year an Annua Report must be submitted to the Financid Management Service
(FMYS) of the U. S. Treasury by December 31. Thisreport detailsany interest liability that
is owed by the State or federad government.

Monitor Compliance With U. S. Treasury - State
Agreement

The Treasurer's Office is repongble for ensuring that the State isin compliance with the
U. S. Treasury - State Agreement. CMI A regulationsrequirethat the State calculate draw
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patterns to match the time between when the funds are drawn and when they are needed.
Draw patterns prescribe when each agency should request funds from the federa
government o that, on average, federa funds are received the same time state funds are
paid. During our Fiscd Year 2000 audit we found that the Treasurer's Office has not
performed testwork to determine whether agencies arein compliance with specified draw
patterns since Fisca Year 1997.

During our current audit we noted that some agencies were not following the prescribed
draw patterns. Failure to follow the appropriate draw patterns can result in an interest
lidbility due to the federd government or lost interest earningsto the State. Unless agency
compliance is periodicdly monitored, there is a risk that large liabilities could go
undetected. Without independently determining whether Sate agencies are following the
prescribed draw patterns and related provisions, the Treasurer's Office cannot certify the
accuracy of the CMIA Annud Report or the State's compliance with the Agreement.
During the period tested, the Treasurer's Office was not aware that state agencieswerenot
following the prescribed draw patterns.

For example, at the Department of Public Safety we noted that the Department isdrawing
down funds about once a month instead of within five days of making an expenditure as
required by the Agreement. We aso determined that the Department of Human Services
was out of compliancewith CMIA. Although the Department implemented anew County
Financiad Management System in Fiscal Y ear 2000, the new system has not enabled the
Department to implement drawdown practices consistent with CMIA requirements.

The Treasurer's Office should determine whether or not agencies are in compliance with
CMIA. The Treasurer’s Office could devel op procedures to periodicaly test the draws
and payments of warrants made by individual agencies. Procedures should include
determining the dates that federal funds were requested and received for selected
disbursements. Also, the Treasurer's Office should determine the dates that the federd
funds were requested in accordance with the draw patterns prescribed in the Agreement
by comparing the disbursement, request, and receipt dates.

Recommendation No. 68:

The Treasurer's Office should determine whether the State isin compliance with the Cash
Management Improvement Act and that trandfers of funds are made in a timely manner
between federal and state agencies.
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Treasurer's Office Response:

Agree. Treasury’srespongbilities as State CMIA coordinator under Part 205 of
the Code of Federal Regulations (CFR) include (1) coordinating al CMIA related
interactions with the U.S. Treasury, (2) maintaining records supporting interest
cdculations, clearance patterns, direct costs, and other functionsdirectly pertinent
to the implementation and adminigtration of CMIA, and (3) preparing the CMIA
annua report.

Treasury agrees with the auditor’s concern regarding interest liabilities from the
non-compliance with CMIA draw schedules during the fiscal year. Althoughitis
not feasible for Treasury independently to determine or test an agency’s
compliance with its CMIA draw schedule, Treasury will implement an improved
monitoring process by December 31, 2000. This new plan will include semi-
annud communications with appropriate State agencies and require written
affirmation by each agency of its compliance with its draw schedules.

TheU. S. Treasury - State Agreement Should Be
Revised

The U. S. Treasury - State Agreement lists the programs that are covered by CMIA, the
funding techniques, draw patterns for each agency, and the methods of calculating Sate
and federd interest liabilities. As stated earlier, the State has just completed the first year
of anew Agreement, which may be modified by ether party. During our audit we noted
the following errorsin the current Agreement:

Three programs that were included in the Agreement did not meet the
major program threshold as defined by the Treasurer's Office. The
Treasurer's Office determined that a program was covered under CMIA by
egtablishing athreshold of $7 million. In order to determine what programs were
covered in the current Agreement, the Treasurer's Office reviewed the Schedule
of Federal Expenditures for Fiscal Year 1998. Three programs included in the
Agreement did not have total expenditures of more than $7 millionin Fisca Year
1998.

One federally funded program at auniver sity wasinappropriately included
inthe Agreement. CMIA regulaions state that programsat inditutions of higher
education, hospitals, or nonprofit organizations are not subject to the Act's
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requirements. In addition, this program was listed as being administered by the
Department of Human Servicesin the Agreement.

* One program that is not covered by the current CMIA Agreement was
included in the 1999 Annual Report tothe FM S. The Annua Report shows
the computation of any state and/or federd interest liability that occurred due to
agencies not following CMIA requirements. The Annua Report should include
programs that are covered under the current Agreement. During our audit we
noted that the Treasurer's Office included information for one program in the
Annud Report that was not included in the current Agreement. Since there was
no interest ligbility for this program, no dollars were reported. However, by
induding the program in the report, the U. S. Treasury is led to believe that the
program is subject to and has complied with the Agreement.

* One program hasrecently exceeded thethreshold and should beincluded
in the Agreement. One program a the Department of Public Health and
Environment had expenditures over $7 million for the firgt time in Fiscal Year
2000. This program exceeded the CMIA threshold; therefore, the Agreement
should be updated to include this program.

Programsincluded in the Agreement are subject to itsterms. If programs do not meet the
agreed-upon criteriabut are fill incorporated into the Agreement, the U. S. Treasury will
expect that the mandated draw patterns will be followed. Since the Agreement can be
modified, the Treasurer's Office should review the current Agreement to ensure that only
gpplicable programs are included.

Recommendation No. 69:

The Treasurer's Office should review the current U. S. Treasury - State Agreement to
ensure that only programsthat are subject to the Cash Management Improvement Act are
included in the Agreement.

Treasurer's Office Response:

Agree. Beginning in December 2000 and semi-annually thereafter, Treasury will
send agency controllersalist of ther existing CMIA grants and require them to
make any changes in funding levels and to identify any new grants that meet the
CMIA dallar threshold. TheTreasury will review theinformation and, based upon
the information provided, update the federa-state agreement.




Disposition of Prior Year Audit Recommendations

The following audit recommendations are summarized from the Statewide Audit for Fiscal Years 1999, 1998, 1997, and 1996. The Statewide
Audit includes both financid audit and sngle audit recommendations.

Report and Recommendation Disposition
Rec. No.

Department of Corrections

1999 Single Audit ~ The Department of Corrections should record the receipt of all Implemented.
Rec. No. 1 pharmaceuticals transferred into and out of the Pharmacy.

Department of Education

1998 Sngle Audit  The Department of Education should strengthenitsinternal controls Implemented.
Rec. No. 6 over subrecipient monitoring by determining which subrecipients

are no longer subject to Single Audit requirements and developing

aplan for monitoring each subrecipient.

1998 Financid The Department of Educationshould complete theimplementation Implemented.
Audit Rec. No. 7 of itsdisaster recovery plan for the HP 3000 system by purchasing
a backup system and testing the backup system regularly.
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Report and
Rec. No.

1999 Single Audit
Rec. No. 2

1999 Single Audit
Rec. No. 3

Recommendation

Department of Health Care Policy and
Financing

The Department of Hedlth Care Policy and Financing (HCPF)
should prioritize completion and submission of cost dlocation plans
for Fisca Years 1999, 1998, and 1995, including the devel opment
of time-and-effort studies or smilar methodology to support the
plans to be submitted.

The Department of Health Care Policy and Financing should ensure
payments are made only for alowable costs under the Medicaid
program by (a) improving controls over third-party resources, (b)
establishing clams reviews, () requiring detailed support for
dams, (d) ensuring that Electronic Data Interchange agreements
are current, and (€) requiring that providers submit client sgnature
logs to facilitate reviews.
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Disposition

Partidly implemented. As of September 29, 2000,
the Department received federa gpproval, through
the Hedlth Care Financing Adminidration, of the
Fisca Year 1995 through 1999 cost alocation
plans. However, the Department has not
submitted a plan for Fisca Y ears 2000 or 2001.
Approved cogt aloceation plans should be in place
prior to the beginning of the fiscal year. See
current year Recommendation No. 5.

Part a and b: Partidly implemented. The
Department’ s fisca agent for Medicaid has
partidly implemented “Intent to Retract”
procedures to recover amounts related to third-
party resources. See current year
Recommendation No. 34.

Part c: Partialy implemented. See current year
Recommendation No. 39.

Part d: Not implemented. See current year
Recommendation No. 34.

Part e Implemented.



Report and
Rec. No.

1999 Single Audit
Rec. No. 4

1999 Single Audit
Rec. No. 5

Recommendation

The Department of Health Care Policy and Financing should ensure
adequate controls are in place over automated systems for the
Medicaid program by performing and documenting analysisfor the
Medicad Management Information Sysem (MMIS) and
conddering a requirement that the fiscd agent obtan an
independent assessment of controls over the MMIS.

The Department of Hedlth Care Policy and Financing should
enhance control procedures and review processes for federal
drawdowns under the Medicaid program by (a) establishing
sandardized procedures that specificaly address the manua
Disproportionate ShareHospita program transactionsand prevent
duplicate federal drawdowns, and (b) implementing review
procedures that compare expenditures and dlotments, and
determine if arequest for supplementa federal funds needs to be
submitted.
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Disposition

Not implemented. See current year
Recommendation No. 35.

Part & No longer applicable. All drawdowns are
now completed under the normal drawdown
process.

Part b: Implemented.



Report and
Rec. No.

1999 Single Audit
Rec. No. 6

1999 Single Audit
Rec. No. 23

Recommendation

The Department of Hedth Care Policy and Financing should
recognize and work to meet federa limits for non-benefit activity
costs under the Children's Hedlth Insurance Program by (a)
recording a ligbility quarterly for federad reimbursement received
related to expenditures in excess of the 10 percent limit, (b)
developing a strategy to ensure non-benefit activity costs are
appropriately reduced, and (c) informing the Generd Assembly on
the status of reducing non-benefit activity costs to the required
level.

The Department of Health Care Policy and Financing should
strengthen controlsover Medicaid client eigibility processesby ()
reviewing and documenting the Department of Human Service's
Sngle Entry Point monitoring, (b) working with the Department to
implement control procedures to ensure al county departments of
socid services are maintaining current Medicaid files, and (c)
establishing procedures to ensure claims are not being paid and
individuds are disenrolled if they are not digible for benefits
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Disposition

Part a Implemented.

Part b: Partidly implemented. The Department
continues to work on a strategy to reduce
adminigtrative cogts to the necessary level. These
costs were budgeted not to exceed the federd limit
for receiving matching funds for Fiscal Y ear 2001.
We will continue our follow-up in Fisca Year
2001.

Part ¢ Not implemented. We will continue our
follow-up in Fisca Year 2001.

Pata Implemented.

Pat b: Partidly implemented. The Department of
Hedth Care Policy and Financing has revised its
agreement with the Department of Human Services
to strengthen monitoring of Single Entry Point
entities and provide additiond training on
requirements. See current year Recommendation
No. 36.

Part . Not implemented. See current year
Recommendation No. 36.



Report and
Rec. No.

1999 Single Audit
Rec. No. 24

1999 Single Audit
Rec. No. 25

1999 Single Audit
Rec. No. 26

1999 Single Audit
Rec. No. 27

Recommendation

The Department of Hedth Care Policy and Financing should
improve controls over provider digibility by (&) requiring current
provider agreements and applicable provider licenses, (b) revisng
procedures to ensure expenditures are made only to digible
providers, and (¢) induding natification provisons in the
interagency agreement in the event a menta hedlth provider loses
itslicense or certification under the Medicaid program.

The Department of Hedlth Care Policy and Financing should ensure
dl necessary complaint information is maintained under the
Medicaid Managed Care Program by requiring al complaints
under the Programs for All Inclusive Care for the Elderly be
reviewed, continue to monitor providers participating in the
managed care program.

The Department of Hedth Care Policy and Financing should
require that case files contain supporting documentation in
chronologica order from case opening to dispostion with a
corresponding log of the case history.

The Department of Health Care Policy and Financing should
devel op anoverd! framework to heighten accountability for fighting
Medicaid fraud and abuse.
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Disposition

Partsaand b: Not implemented. See current year
Recommendation No. 37.

Pat c. Deferred. Theinteragency agreement
between HCPF and the Department of Human
Services was revised effective duly 1, 2000. We
will continue our follow-up in Fiscal Year 2001.

Not implemented. See current year
Recommendation No. 38.

Not implemented. See current year
Recommendation No. 39.

Implemented.



Report and
Rec. No.

1999 Single Audit
Rec. No. 28

1999 Single Audit
Rec. No. 29

1999 Single Audit
Rec. No. 30

1999 Single Audit
Rec. No. 31

Recommendation

The Department of Hedlth Care Policy and Financing should work
with the Medicaid Fraud Control Unit to recover past-unrefunded
prescriptioncreditsand monitor future prescription refundsto make
sure new pharmacy program controls are working as intended.

The Department of Health Care Policy and Financing should ensure
that dl nurang fadilitiesrecaivein-depth reviews of billing practices
and persona needs funds on a systematic basis.

The Department of Health Care Policy and Financing should
undertakeacomprehendvereview of high-risk programsthat result
in ingppropriate payments and modify its policies and procedures
to prevent payment of inappropriate clams.

The Department of Hedth Care Policy and Financing should
review and revise regulations, statutes, gpplication materids, and
provider agreements to reduce fraud and abuse.
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Disposition

Partidly implemented. The Department
implemented requirements related to sgnature logs
documenting recipients receipt of prescriptions on
June 1, 2000. The Department needs to
implement procedures to monitor these logs to
ensure prescription credits are received in
appropriate instances. See current year
Recommendation No. 34.

Deferred. The Department is currently awaiting a
response from the Joint Budget Committee
regarding contingency-based contracting. We will
continue our follow-up in Fiscd Year 2001.

Partidly implemented. The Fraud and Abuse Task
Force has reviewed and prioritized high-risk
programs. The Department isin the process of
drafting more stringent Program Integrity rules.
Implementation date: February 1, 2001. In
addition, the Program Integrity Unit will develop a
Request for Proposd (RFP) for a contingency-
based contract for post-payment reviews focused
on high-risk programs. Implementation date for
posting of RFP: June 2001.

Deferred. We will continue our follow-up in Fisca
Y ear 2001.



Report and
Rec. No.

1999 Single Audit
Rec. No. 32

1999 Single Audit
Rec. No. 33

1999 Single Audit
Rec. No. 34

1999 Single Audit
Rec. No. 35

1997 Single Audit
Rec. No. 2

Recommendation

The Department of Hedlth Care Policy and Financing should work
with the Medicaid Fraud Control Unit to propose legidation that
establishes anti-kickback and civil fase clams statutes, and anti-
unbundling regulations.

The Department of Hedlth Care Policy and Financing should obtain
date of death information for use in seeking recoveries for past
inappropriate clamsand preventing payment for services provided
after date of desth in the future.

The Department of Hedlth Care Policy and Financing should work
with its fiscd agent to verify and document that dl required
applicationmateridsareincluded with theinitia application and that
applicationmateria sarefilled out completely beforeenrollmentinto
the Medicaid program.

The Department of Health Care Policy and Financing should ensure
that case files for the Children's Hedlth Insurance Program clearly
document the digibility status for each child.

The Department of Hedth Care Policy and Financing should
improve its management of accounts receivable by ensuring
reconciliations are complete and performed in atimely manner and
by further automating the reconciliation process.
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Disposition

Partidly implemented. State civil monetary law
was proposed and defeated during the 2000
Legidative Sesson. The Department plansto
propose smilar legidation during the 2001
Legidative Sesson. The Department has
proposed regulations related to anti-unbundling.
Implementation date for regulations. February 1,
2001.

Implemented.

Not implemented. See current year
Recommendation No. 36.

Deferred. We will continue our follow-up in Fiscdl
Y ear 2001.

Partialy implemented. The Department continues
not to reconcile federal due to/from accounts. We
will continue our follow-up in Fiscd Year 2001



Report and
Rec. No.

1997 Single Audit
Rec. No. 3

1999 Single Audit
Rec. No. 7

1999 Single Audit
Rec. No. 8

1996 Financid
Audit Rec. No. 9

Recommendation

The Department of Hedth Care Policy and Financing should
improve its oversght of the collection of Medicaid overpayments
by improving the tracking, reporting, and andlyss of identified
overpayments and using this information to aid county collection
efforts.

Department of Higher Education
Board of Regents of the University of Colorado

The University of Colorado Hedth Sciences Center should ensure
compliance with federd and University regulations, policies, and
procedures concerning grants purchases and dispositions of
federally funded assets over $5,000.

Colorado Historical Society

The State Higtorica Fund should develop standard criteria to be
documented and used in determining the level of monitoring to
occur for historical preservation projects.

The Colorado Higtorical Society should review TOP SECRET
violationreportsor implement aternative proceduresfor monitoring
information system security violations.
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Implemented.

Implemented.

Implemented.

Implemented.

Disposition



Report and
Rec. No.

1999 Single Audit
Rec. No. 36

1999 Single Audit
Rec. No. 37

Recommendation

Colorado Student L oan Division

The Colorado Student Loan Divison should work with the State
Treasurer's Office to resolve problems with the outstanding check
reports.

The Colorado Student Loan Divison should continue to exercise
due diligenceto obtain information from thelenderson loansclosed
by the lender.
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Disposition

Partidly implemented. The Divison has worked
with the State Treasurer's Office to resolve
reconciling items from eighteen as of June 30,
1999 to three as of June 30, 2000. The Bank's
outstanding check baance now agrees with the
beginning of the next month. The Divison should
continue to resolve outstanding items. We will
continue our follow-up in Fiscd Year 2001.

Partialy implemented. The Divison took stepsto
identify and resolve loans where no reporting has
occurred by assgning their Compliance, Training,
and Investigation Divison to focus on unreported
loans while performing lender auditsin Fiscd Year
2000. However, we found that there are il
differences between the lender’ s records and the
Divison'srecords. Full implementation is planned
for Fisca Year 2002.



Report and
Rec. No.

1999 Single Audit
Rec. No. 38

1998 Single Audit
Rec. No. 8

1999 Single Audit
Rec. No. 9

Recommendation

Trustees of the Colorado School of Mines

The Colorado School of Mines should establish policies and
procedures to ensure compliance with federa requirements by (a)
identifying dl entities that receive federd funds from the University
and evduaing which entities are subrecipients and monitoring
subrecipientsasdictated by thefedera government, (b) developing
aplan and timetable for diminating the backlog of grant close-out
reports, (C) retaining appropriate documentation to demonstrate
compliance with federd matching requirements, and (d) reporting
non-cash assistance in accordance with federa requirements.

State Board of Agriculture

The University of Southern Colorado should improve the process
for Perkins loans by implementing changes to keep borrower
information current and accurate and utilizing a system-generated
comparisonto determine that al students reported asin school are
registered for classes a the Universty or meet other igibility
requirements.

Department of Human Services

The Depatment of Human Services should implement a
methodology for accumulating, recording, and reporting revenue
withindl divisonsthat includes adequate reconciliation procedures
and utilizes automated systems.
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Disposition

Part & Not implemented. See current year
Recommendation No. 54.

Partsb, ¢, and d: Implemented.

Implemented.

Implemented.



Report and
Rec. No.

1999 Single Audit
Rec. No. 10

1999 Single Audit
Rec. No. 11

1999 Single Audit
Rec. No. 39

1998 Financia
Audit Rec. No. 12

Recommendation

The Department of Human Services should require supervisory or
secondary review of dl manualy caculated payroll transactions.

The Department of Human Services should improve controls over
the personnel process by implementing a monitoring process to
ensure that employee performance evauations are completed
anudly and enforcing disciplinary actions when annua
performance evaluations are not completed.

The Department of Human Services should improve the on-site
review process for the Adoption Assstance Program by
implementing a ri sk-based approach for selection of countiesto be
monitored; usng arandom-sampling method for casefile sdlection;
documenting review proceduresto be performed; providing written
results of the review to appropriate county management; and
requiring counties to correct noted deficiencies.

The Department of Human Services should improve controls
over fixed assets by (@) improving oversight and coordination,
(b) enforcing the use of standard procedures, and (c) resolving
items designated as “unlocated”.
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Disposition
Implemented.

Implemented.

Implemented.

Part a Partidly implemented. The Department has
improved its oversght and coordination over the
fixed asset reconciliation process. However, we
noted problems with reconciliations for severd
agencies within the Department. We will continue
our follow-up in Fisca Year 2001.

Part b and c: Implemented.



Report and
Rec. No.

1998 Single Audit
Rec. No. 13

1998 Single Audit
Rec. No. 14

1997 Single Audit
Rec. No. 9

1998 Financid
Audit Rec. No. 18

Recommendation

The Department of Human Services should implement on-site
monitoring of county activities for the Temporary Assstance for
Needy Families program to ensure that federal and Sate
requirements are met.

The Department of Human Services should improve its fiscal
management system for federa programs by (a) implementing a
method for identifying payments made for Electronic Benefit
Transfer (EBT) programs by grant, requesting appropriate cash
reimbursement in atimely manner, and tracking information linking
specific disbursements to cash draws and cash receipts, and (b)
ensuring that future changes that affect its cash management and
accounting process are included in the overal grant management
process.

The Divison of Vocationd Rehahilitation should (a) examine the
types of services it purchases and develop a process for
competitively bidding those services, and (b) work with the
Divisonof Purchasing to ensure that its new procedures comply in
al respects with purchasing requirements.

Judicial Department

The Judicid Department should consolidate their bank accounts
and deposit them with the State Treasury's pooled account to the
greatest extent legaly possible.
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Disposition

Implemented.

Pata Patidly implemented. Whilethe
Department has made improvementsin this area,
we found that the Department had large receivable
baances for severd mgor programs. The
Department has implemented a manud tracking
method for linking specific disbursements to cash
draws and cash receipts for non-EBT programs.
We will continue our follow-up in Fiscd Year
2001.

Part b. Ongoing.

Partidly implemented. We will continue our
follow-up in Fisca Year 2001.

Deferred. The Department will research this with
the State Treasury in hopes of implementation in
Fiscal Year 2001.



Report and
Rec. No.

1999 Single Audit
Rec. No. 12

1998 Financid
Audit Rec. No. 21

1997 Single Audit
Rec. No. 12

Recommendation

Department of Labor and Employment

Disposition

The Department of Labor and Employment should perform a Partidly implemented. The Department has

reconciliation of federd revenue from the Department's grant
accounting system to the State's accounting system annually.

Department of Natural Resour ces

The Department of Natura Resources should identify goods and
sarvices that could be purchased in volume through competitive
bids and obtain the necessary documented quotes or bids as
required.

The Department of Natural Resources should complete the review
and correction of information on the report tracking system to
ensure that schedules contain correct due dates.
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succeeded in identifying severd reconciling items
that impact the difference between deferred
revenue per the Schedule K-1 based on its grant
system and the amount of the federd receivablein
the State's system. When those items were
included in this year's reconciliation, the difference
between the two sysemswas immeaterid. The
Department will continue to further identify those
items that cause the difference until assurance of
recording of federd revenueisfully accuratein the
State's systlem. Department personnd will begin
performing the reconciliation in Fiscal Y ear 2001.

Implemented.

Implemented.



Report and
Rec. No.

1997 Financid
Audit Rec. No. 14

1996 Financid
Audit Rec. No. 16

1999 Single Audit
Rec. No. 13

1998 Financid
Audit Rec. No. 27

Recommendation

The Depatment of Natural Resources should establish
departmentwide policies and procedures for processing each
federa grant by coordinating between program and accounting staff
and following up on problems with grants.

The Depatment of Natura Resources should strengthen
management controls over the processing and review of payment
voucher transactions to prevent vendor payment errors.

Division of Minerals and Geology

The Divison of Minerdsand Geology should identify discrepancies
between the State Treasury's records for mined land reclamation
cash deposits and the State's accounting records.

The Divison of Minerds and Geology should ensure that dl
deposits ae in compliance with dautory and other legd
requirements. The Divison should ensure that short-term
certificates are moved to digible public depostories on their next
meaturity date and develop a plan for long-term certificates.
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Disposition

Implemented.

Deferred. We will continue our follow-up in Fiscal
Y ear 2001.

Partidly implemented. The Divison hasidentified
interest as the difference between the State
Treasury's records and the State's accounting
records. The Divison isin the process of
preparing a spreadshest to track interest by
individua cash bond. We will continue our follow-
up in Fisca Year 2001.

Not implemented. See current year
Recommendation No. 24.



Report and
Rec. No.

1998 Financid
Audit Rec. No. 26

1998 Financia
Audit Rec. No. 22

1998 Financia
Audit Rec. No. 23

1998 Financid
Audit Rec. No. 24

Recommendation

Oil and Gas Conservation Commission

The Oil and Gas Conservation Commission should ensure thet all
deposits ae in compliance with dautory and other legd
requirements. The Divison should ensure that short-term
certificates are moved to digible public depostories on their next
meaturity date and develop a plan to address any long-term
certificates.

Division of Wildlife

The Divison of Wildlife should reconcile sdes recorded in the
CORIS inventory module to license revenue recorded on the
State's accounting system by determining the system differencesfor
recording license revenue between CORIS and the State's
accounting system; modifying the inventory system to address
identified differences; and reconciling the two systems annually.

The Divison of Wildlife should improve hunting and fishing license
controls by (a) reducing excessinventories of licenses, (b) tracking
void licenses separately, and (c) recording refunds on CORIS.

The Divison of Wildlife should improve grant management and
reduce unspent grant balances by encouraging progress hillings
fromDivision contractorsand ensuring that contracts do not extend
beyond federa grant periods.
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Disposition

Not implemented. See current year
Recommendation No. 23.

Implemented.

Partsaand b: Not implemented. See current year
Recommendation No. 22.

Part . Implemented.

Implemented.



Report and
Rec. No.

1997 Financid
Audit Rec. No. 18

1999 Single Audit
Rec. No. 17

1999 Single Audit
Rec. No. 18

1998 Financid
Audit Rec. No. 28

Recommendation

The Divison should improve the controls over its inventory by
mantaning perpetua records that account for inventory
transactions, ensuring consstency in recording dl itemsfor sdleas
inventory in the State's accounting system, periodically writing off
obsolete inventory on the State's accounting system and eva uating
the need to include the merchandise located in the service centers
asinventory.

Department of Personnel d. b. a. General
Support Services

Generd Support Services should classify revenue properly for
TABOR purposes by ensuring that thereisadequatefollow-up on
informeation submitted by the state agencies and routingly andyzing
financid satement information.

Generd Support Services should follow written procedures and
store the backup of Central Collection recordsin asecured off-gte
location.

Genera Support Services should monitor compliance with annud
performance evauation and supervisor sanction provisons and
report the results of its monitoring to the Joint Budget Committee.
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Disposition

Implemented.

Not implemented. The Department added
directions to the billings on how to report TABOR
revenue; however, we continued to find errors. In
addition, no andysis was done to determine the
reasonableness of the amounts reported by
agencies. We will continue our follow-up in Fiscd
Y ear 2001.

Implemented.

Implemented.



Report and
Rec. No.

1998 Financid
Audit Rec. No. 29

1998 Financia
Audit Rec. No. 30

1998 Financid
Audit Rec. No. 31

1999 Single Audit
Rec. No. 14

Recommendation

Generd Support Services should include a requirement for an
independent auditor's report on the processng of the State's
Deferred Compensation Plan transactions in the contract with the
Pan's adminigtrator or establish procedures to document and test
the adminigrator's internal controls over the processng and
reporting of Plan transactions beginning with Fiscd Y ear 1999.

Genera Support Services should improve controls over Central
Collections internd collection system by performing a monthly
reconcilition between the State's accounting system and the
internd collection system and requiring additiona password
protection be implemented.

Genera Support Services should develop, implement, and enforce
procedures for the deposit of al monies and for the update of the
accounts receivable system in a timey manner at
Tdecommunications.

State Controller's Office

The State Controller's Office should refine the methods used to
compile the satement of cash flows by utilizing adl avalable
information, working with agencies to ensure that transactions are
properly categorized, improving the methodology to compile the
satement, and netting warrants payable againgt cash.
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Disposition

Implemented.

Implemented.

Implemented.

Implemented.



Report and
Rec. No.

1999 Single Audit
Rec. No. 15

1999 Single Audit
Rec. No. 16

1998 Financid
Audit Rec. No. 1

1999 Single Audit
Rec. No. 19

1999 Single Audit
Rec. No. 20

1997 Financid
Audit Rec. No. 22

Recommendation

The State Controller's Office should strengthen the procedures
used to compilethe Cash Funds Uncommitted Reserves Report by
providing training to agency personnel and developing andytica
review procedures.

The State Controller's Office should develop and document
improved andytical review techniquesfor TABOR revenue.

The State Controller's Office should provide additiona training and
assstance in areas where agencies are inconsstently reporting
finandd information that is used to prepare the State's financia
satements.

Department of Public Health and Environment

The Department of Public Health and Environment should establish,
implement, and monitor departmentwide security policies and
practices for information systems.

The Department of Public Hedlth and Environment should assemble
a team with appropriate representatives to define the procedures
for documenting application events, vendor responses, and
communicaing information. The team should follow up and report
on findings of the Post Implementation Review.

The Department of Public Hedlth and Environment should evaluate
the current time-and-effort system in order to obtain information
needed in a timey manner to manage expenditure levels and

prepare billings.
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Disposition

Implemented.

Implemented.

Implemented.

Implemented.

Partidly implemented. Procedures have been
defined, but the review has not yet been
completed. We will continue our follow-up in
Fiscal Year 2001.

Implemented.



Report and
Rec. No.

1997 Financid
Audit Rec. No. 23

1999 Single Audit
Rec. No. 21

1999 Single Audit
Rec. No. 22

1998 Single Audit
Rec. No. 17

Recommendation

The Department of Public Health and Environment should develop
a comprehensve disaster recovery plan.

Department of State

The Department of State should strengthen the controls over
finendd transactions by peforming and documenting timely
reconciliations for property and equipment, and payroll.

Department of Transportation

The Department of Trangportation should transfer custody of the
credit card reconciliation program to the Information Technology
Divigon and maintain it in accordance with the Department’s
procedures to protect the data against unauthorized access.

The Department of Trangportation should enforce the contractor
payroll review requirements and work with prime and
subcontractorsto train them in proper payroll procedures.

-221-

Disposition

Deferred. The Department is collecting disaster
recovery templates as afirst step in developing a
disagter recovery plan. Implementation is
expected to be complete by the end of 2001. We
will continue our follow-up in Fisca Y ear 2001.

Partidly implemented. The Department has
implemented the recommendation to perform and
document areconciliation of payroll. The
recommendation for reconciling property and
equipment has been deferred. We will continue
our follow-up in Fisca Year 2001.

Partidly implemented. Programming efforts for
this activity arein process. Due to funding
congtraints, these efforts have been segregated by
phase. Theinitid phaseis scheduled for
implementation by May 2001. The second phase
will be programmed during Fisca Y ear 2002.

Implemented.



Report and
Rec. No.

1998 Single Audit
Rec. No. 18

Recommendation

The Department of Trangportation should train project engineersin
the purpose and requirements of the Form #280 and require its
regional Equal Employment Opportunity (EEO) representativesto
take an activerolein monitoring the quantity, qudity, and timeliness
of forms completion.
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Disposition

Partidly implemented. Approximately 85 percent
of the engineering saff have attended training
related to their monitoring respongbilities.
Additionaly, consultants involved in congtruction
management have dso attended thistraining. This
traning effort will be ongoing. We will continue
our follow-up in Fisca Year 2001.



